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THE sper _OF THIS BOOK 


Br B. C. FORBES 


rīSHE sap of this book is to show you how to 
| same time profitable 


lea investors large and little, trustees of big 
estates and others gladly pay the author of this book 
nearly two million dollars a year for his services, 
and bond salesmen constantly quote, as the supreme 
authority on the merit of an investment, M oody’s 
Ratings. 

Just as gold is stamped to tell how many carats 
it contains, so investments are now stamped by 
John Moody. And his stamp is everywhere recog- 
nized as standard. 

Go inte a little bank in the remotest part of New 
Mexico or in the foothills of the Sierra Mountains or 
in rural New England and there you will find one 
or all of Moody’s enormous volumes analyzing and 
appraising the four great classes of securities, 
industrial, railroad, public utility, government. 
pEr consult 1 Moody’ P'S oe investing. 

aires, heads of gr eat eo insti- 


. lars each oot iy pass upon their 
security holdings acd Sg thea advised as to 
changes which should be made to guard against 
possible loss and to realize the largest possible in- 
come consistent with safety. 

= investors also turn to Moody for guid- 
ance. Thousands of them pay him $120 a year for 
a weekly investment letter and frequent letters on 
special subjects, supplemented by limited consulta- 
tion privilege. 
nin F sia on he handle investment funds, 

oody has a r following than 
ma in seca g any other 
000 oody presents the cream of 
edge and counsel. 

Th a introducing him to its readers, 


É rgan a taught John pe the 
finay a Oue . ant an Soe in the field of 
aiter starting hi 
a h Spencer Trask & a. the 
“ "as Sanding at one of the windows when he 
ata hle giant eega from desk to 
£ to 
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looked through the window where the messenger 
stood and asked, “What are you waiting for, 
sonny?” 

The little fellow was instantly seized by the same 
fear and trembling. “ A-a-a ch-check, for, for some 
bonds.” 

“ What bonds? ” snapped Mr. Morgan. 

The giant’s eyes seemed to bore holes right 
through him. He could neither think nor speak. 
Just then the clerk returned with the check. 

Seizing it, Morgan turned to the messenger and 
asked, “ Now, boy, tell me the amount of the check 
you are to receive.” 

“I-I don’t know, I-I forget.” 

“Don’t know? Forget?” roared Mr. Morgan. 
“What kind of a boy are you; what are you good 
for? Let me tell you something, young man. You 
will never be any good in business or anywhere else 
unless you learn to remember — to remember exact 
figures —and facts.” Saying which, he handed 
Moody the check and walked away. 

Moody took to heart Morgan’s injunction: 
“ Learn to remember exact figures and facts.” So 
successfully did he study figures and facts, and their 
significance, that by and by he began to be called 
upon by members of the firm to analyze financial 
dear and statements for the: m. He aje 


izin } really the first 
pe artment in any Wall Street 

nouse. Be e was thirty he had become 
department head. cies 
_ His struggle to build up an efficient statistical 
ought home to him that there was 
epe th as 
acute need for a work furnishing full information 
stabs bare Pea and securities of corporations, 
PUGAY MAUSIA corporations, then becoming a 
very important factor inve wise ee 
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f invest- 
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blazed a new trail with his investment manual and 
with his security ratings. He resolved to blaze 
another trail, a trail which he probably did not then 
foresee would bring him a unique reputation and 
riches. 

On a nominal investment he has built up, without 
putting in another dollar of new capital, a business 
which he would not now sell for $3,000,000. From 
the start, Moody’s Investors’ Service has recorded 
substantial growth. To-day he occupies two floors. 
in a large building in the financial district and em- 
ploys as many as 180 co-workers, of whom over 
fifty trained experts do nothing but analyze and 
supervise the investment holdings of banks, trust 
companies, trustees, millionaires, and other inves- 
tors. The fees for this service, which is in increasing 

year, run from $200 to thousands of 
dollars a year. 

The phenomenal expansion in the call for 
Moody’s services is conclusive testimony of the 
value they have proved to the tens of thousands 
making use of them. 

In this volume John Moody gives you, in readily- 
digestible form, the ripe fruits of an experience un- 
matched by any other man in Ameri 

May it enable you to profit and prosper. 
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THE MODERN INVESTMENT FIELD 


TAHE scope of the American investment field has 

| go vastly expanded in modern times that few 
people have any conception of its far-reaching ex- 
tent. The changes in methods of production and 
distribution which have been going on in this coun- 
try during the past fifty years have been so com- 
prehensive that an actual revolution in the methods 
of modern industrial society has been taking place 
right before our eyes but with few of us realizing it. 

Not to go into great detail, a picture might be 
drawn in outline of methods of wealth production 
as they existed a half-century ago as compared with 
the methods of to-day. In those earlier days, the 
outstanding characteristic of American business and 
producing activity was that practically all our work, 
of whatever nature, was being carried on by piece- 
meal and small-scale methods. Such a thing as the 
modern corporation, as we understand it, hardly 
existed then, except in the railroad field. Railroad 
corporations had been developing with the rapid 
railroad expansion which had begun during the 
fourth decade of the last century. But even rail- 

1 


relatively small | affairs a the railroad ae of 
the country was divided up in ownership among 
several thousand organizations. 

In the field of industrial activities, corporations 
were in their infancy. The steel and iron trade was 
just beginning to make itself known and, aside from 
one or two instances, iron Production and distribu- 
tion were being carried on by individuals or small 
firms. It is true the petroleum idauy was then 
developing under the corporate s form, but it was 
distinctly a pioneer. 

In public utility activities, such as the supplying 
of light, heat, water or ail and the —— of 
street railways, a rachicn ing rese: 
lighting plant ia a communi unity was owned by the 
municipality, by some few individuals in the munic- 
rad or by a very small company whose interests 
rev pay local, Water companies were generally 
limes : operated by "municipalities, and horsecar 

» Where they existed, were controlled and 


usually operated b 
d urel 
reid of c cases su p local interests, in the 


' of Dub debts, con- 
| -S E adaa i in- 


generally local. Thus, a aside from the wider public 
interest in Governmental obligations growing out 
of the Civil War, the investing public was extremely 
limited in number and did not represent any large 
amount of capital. Only in the single field of rail- 
road financing was there any outstanding distribu- 
tion of bonds and stocks among individual investors. 
It is indeed a far cry from those days to these. 
The long road which has been traveled since 1875 
is full of startling developments and appeals greatly 
to the imagi nation of any thoughtful man. For the 
growth of the American investment field is coinci- 
dent with the growth of the country from a small, 
comparatively undeveloped debtor nation to the 
poimi where we oe becom he largest, and prac- 
great creditor ” nation in ‘the world, 
financial md athar resources perhaps exceed- 
ing the real wealth of the whole world a half-cen- 
tury ago 
A glance at the industrial history of the past fifty 
ears will bring to the front many interesting facts. 
Since 1875 we have witnessed the discovery and 
development of many marvelous inventions which 
al ged Tie na of pirid na] 


ge, electrie power for 
el rails were just bany 


ted = the railroads; but it was far 
from the time when steel ccnsteaeiion would be 
used for building purposes of any kind. Petroleum 
had come somewhat to the front but. only for light- 
ing purposes. The automobile had not yet been 
invented. No serious thought had been given to 
such a thing as the aeroplane and any one who 
suggested the possibilities of wireless telegraphy or 
of the radio would have been 1 looked upon as a 
lunatic. The moving picture, which i is —— 
for one of the biggest i l 
to-day, was not thought of for twenty-five years 
after that time. 


Coincident with the development of these out- 
standing inventions, thousands of minor inventions, 
affecting every producing and distributing activity 


in the country, have been perfected and come into 
use. Consequently the world we live in to-day is 
further removed, in its materia aspects, from the 
world of 1875 than was the world of 1875 from the 
world of several centuries earlier than that. 

In view of this marvelous evolution which has 
taken place in human affairs in half a century, it is 


natural enough that Tanking and finar ce should 
rae gone through 


from small units of | ste to eae cate aie 
have involved the development and perfection of 
some sort of intricate but gigantic machinery for the 
carrying on of material civilization as it exists to- 
day. For, first and foremost, the world’s great 
workshop which has been developing has necessarily 
reureu as its chief essential the capital and re- 
sources for carrying on its various functions. As in 
the e case of the individual business, if operated on 
any important scale at all, its capital or credit is its 
corner stone. Without capital or without credit 
enabling it to secure necessary capital, it could not 
function at all. 

Inevitably, therefore, a developing material civi- 
lization such as we find in the United States has 
been accompanied by an equally remarkable expan- 
sion of the field of investment of capital. There is 
no one source for capital and never has been. 
Capital must be secured for a given proposition from 
many sources, provided that any substantial amount 
of it is needed. In the days of Washington produc- 
tion was carried on in such a small retail way that 
often one or a few men could supply the saat 
capital for any particular enterprise. Later, a all 
group of men or a limited number of citizens of a 
community could generally chip in 
funds for what was then a substan 
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But with the modern development of industry, the 
italist is only a a minor r factor. The bil- 
cap ecessary for carrying on 
Gaa production and denbutio must be 
drawn i in limited amounts from many thousands or 
hundreds of thousands of the individual citizens of 
the country. 
It is only beca 
perimental years ugh 
various athois, a iiyaa bashers has 
been developed and more or less perfected for the 
correlation of cgi that modern industrial society 
possipie, 
Consequently, we find that this country has be- 
n aiae and more, a nation of investors. Time 
n the investor class, so-called, was supposed 
to be limited to a few milli onaires, a few fear 
retired business men and a few widows or orphans 
who had inherited money. But in these days the 
investor class in the United States is in no way 


limited in its characteristics and is made up of every 


type of institution or ‘individual, big and little. 
men i eid other group, the typical business 
na ee are the investors of America. 
has ror body who has accumulated 1 savings, 
j lus ‘al egi kind i in his | business ¢ 


THE MODERN INVESTMEN 


The investor class in the United States has grown 
by leaps and bounds since the World War. 
known that approximately twenty million people 
invested in war bonds and a very large percentage 
of these were people who, prior to that time, had 
never invested money in anything and had never 
seen a bond or a stock. Investing in war securities 
was their first lesson in placing funds in something 
outside their own personal activities or in savings 
banks. This experience not only opened the eyes 
of millions to the meaning of the word “ invest- 
ment,” but it introduced on a large seale the thought 
of saving money systematically and putting it to 
work to earn an income. 

Naturally, as a factor in this great investment era 
which has grown up for the correlation of capital, 
there has developed a comprehensive mechanism for 
the distribution, throughout the country, of the 
security obligations of corporations, governments, 
and municipalities. The old idea of a banker was 
an individual who dealt only with a limited number 
of depositors or business men, paid interest on de- 
posits, and loaned money on good security for the 
accommodation of business men or others. But 
Paige we have a new — in the banking 

has seen a atv 


tot to r receiv 
distribute, thr 


usa has security issues, both bonds and 

ocks, whi created as wealth production goes 

on, by the corporations of the country and by the 

governments and municipalities. This investment 

banking business has become such an important 

factor in our modern life that the machinery of pro- 
duction could not possibly go on without it. __ 


Of course, it will be realized that in this modern 
development of large-scale production and country- 
wide financing, much of the work done has been 
experimental and many mistakes of method and 


not been plain sailing 
evolve from its old, simple, small-scale a 


methods to the modern conditions whioh we u 
rything else, huma 


f financing have at differ- 
found wanting. New 


ment 


S been the extent and the 
speculative ventures of one 
e coun 


tcome 
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and corporate field. This has been a conspicuous 
fact of modern times. 

In human society it is impossible to expect de- 
velopment or progress without the venturesome or 
speculative nature of human beings asserting itself. 
Over-optimism, over-confidence, over-vision are 
more characteristic of Americans, perhaps, than 
they are of any other people in the world. The 
typical American is venturesome and always ready 
to take chances. Thus, America has been a fruitful 
field for generations for the promoter of visionary 
schemes, for the seller of unsound propositions and 
for the unscrupulous peddler of more or less worth- 
less securities. This is natural enough, for it would 
be a strange world if all men were so shrewd and so 
cautious that they could never be duped or fooled. 

With the enormous expansion which has taken 
place in the investment field and in industrial en- 
terprise generally, the amount of the wealth which 
is every year mistakenly invested by the people of 
this country in speculative, or worse than specu- 
lative securities, reaches an alarming total. It is 
currently estimated that at least half a billion 
dollars per annum is lost by the people of the 
United States through the promotion of worth- 
less securities by unscrupulous men. It is my 
personal opinion that this estimate is extremely 
low and if we include the vast amounts which are 
lost by people who are o cheated but 


whose judg me are 
through i ignorance , we would probably find 1 that ep 
annual loss might aggregate a at least a billion dol- 
lars. This amount is a st severing one. It is even 
more than the American 4 , Congress has probably 
wasted in its most extravagant years. 

In the chapters that are to follow it is my purpose 
to try to draw the line of demareation between true 
investment and speculation; to explain, in simple 


but complete detail, the sound ee for invest- 
different types of secur- 


ing money; to vist alize th 
ity issues; to indica 

ent types of people should wisely select. In short, 
to furnish a complete but non-technical textbook on 
the science of investing, 


INVESTMENT VERSUS SPECULATION 


FYOTH the word “investment” and the word 
[ “speculation” are much misused terms. 
There are perhaps no two words in the English 
language which are less clearly defined or under- 
aan This fact is not only true in a general sense, 
but it is particularly true in what we might term a 
“Wall Street ” sense. eal are many out-and-out 
speculators who call themselves investors and who 
honestly think they are inves stors. On the other 
hand, we constantly meet people who are really 
trying to follow sound investment methods and yet 
consider themselves speculators. 

The main reason why there is so much confusion 
regarding the meaning of these terms, especially i in 
connection with the security markets, is that in- 
vestment and speculation so lap over each other and 
are so closely related that it is extremely difficult 
to draw any distinct line of demarcation between 
them. The vast majority of security investments 
any some nee of a i eA character; 

eas a respe age of securities piam 


peulations co Id 


into mon 


affecting the ent ise 
ne when we turn to the 
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yrought in modern society by the 


etroleum. Herein was 
d. 


yay for p 


aver. eu etl 
NVESTING 
LEY KS & * : 


capital to work more or less permanently. He does 
not expect to change his holdings of securities with 
every month or every year. If he buys bonds or 
stocks for investment at a certain yield, his intention 
is to hold such bonds and stocks. He may change 
frequently to other issues without becoming a frank 


speculator. But if, unexpectedly, his investment 
promptly shows him a large profit and he sells out, 
he has simply cashed in on a speculative develop- 
ment which he did not foresee. 

This situation, of course, exists in thousands of 
eases and this is why there is no clear-cut distinction 
between the great investor group and the great 
speculator group. Many a man is both an investor 
and speculator at the same time. Many are in- 
vestors for a period and then become speculators 
- for a period. In fact, every investor who does not 
| give proper consideration to the broad, underlying 
l fundamentals is in danger of unknowingly becoming 
a speculator at any time. He may buy what he 


thinks is a high-grade investment, but the time may 
aquickly come when to his surprise he finds himself 
e holder of a speculation. 


tion as he does restions 
management, past lal stab 
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earning power of the proposition itself. He may 
often be in error and exercise unsound judgment. 
He may be misled or misinformed and his knowledge 
may be superficial. If he does not look at the whole 
picture and acts only on a section of it, he will, 
sooner or later, come to grief, 


Cxarter III 
SELECTION OF INVESTMENTS 


Y JAVING discussed at some length in the pre- 
I Ý vious chapter the necessity of giving due 
weight to what are known as fundamental influ- 
ences in the matter of veng investments, point- 
ing out the broad distinctions between investment 
and speculation, we are now ready to go ahead with 
a discussion of proper methods for the selection of 
aea for the oe investor. 

f different types of 
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grown in size and importance, and in these days 
has reached a position of permanence and stability 
which was not dreamed of a generat ion ago. 

It is the general custom to classify all corpo- 
rate undertakings which are not railroads or public 
utilities, as industrials, and thus we have what is 
known as the industrial group of securities. But 
this is a very broad definition and the so-« ‘alled 
industrial group can be divided into many parts. 
For example, generally | classed as industrials are 
mining and oil companies which might be considered 
in a group by themselves. Steel and iron, copper 
and other great producers and perfecters of raw 
materials might be placed i in a group by themselves. 
Finished manufactures of a thousand different 
types could be siege as a distinctive industrial 
group. Then there are such business activities as 
the moving picture industry, the chain store indus- 
try, the automobile industry, and other outstanding 
enterprises which might well be considered as dis- 
tinctive in themselves. So that, as a matter of fact, 
in the so-called industrial field alone we have many 
groups of securities which are quite as independent 
of each other as steam railroads and public utilities. 
It is really absurd to classify coal mining companies 
and moving picture companies as being in the same 
group. 

Beyond these groups in the modern investment 
field, and especially within recent years, the invest- 


ment obligations known as public securities have 
steadily become a group p of more and more impor- 

nce. Not only the obligations of cities and towns 
but the funded debts of nations have become a 
factor of distinct interest and importance in the 
American security markets. This situation has 
largely grown out of the changes brought about by 
the Great War. To-day the typical investor who 

ie sonirnont with the problem of selecting his in- 
vest nfined to the selection of cor- 
po rate acme alone, but has equal opportunities 
in the selection of a securities, both those 

me > WO hieh emanate from abroad. 

It will, therefore, be seen that the investor who 
is interested in placing his capital at work, e 
the ‘Purchase of bonds or r stocks has ically an 


stantial capital for investment he can set i N 

| in dozens of types of Spinel sie and indus ustry; he 

} can diversify it into all parts of the country, and, 

į if he wishes, into all parts s of the world. He can, if 
ires, place a portion of his funds in New 

York, another portion in California, another por- 

tion i in Buenos as, another i in Sigs or popuni, 
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The diversification of investment eapit: al is one of 
the important rules whieh every investor should 
adopt. But true diver sifieation implies a great deal 
more than merely inv esting money in different parts 
of the country or dinerent parts of the wor of 
Geographical diversiies a: isa sound poliey but 
is by no means complete diversification. 

Aside from the matter of geographical location, 
diversification of investments involves such ques- 
tions as the character of the industry or obligation, 
its size, its relationship to various iniluences and 
other fine but equally important distinctions. A 
man might decide to invest 10 per cent. of his 
capital in California. There are probably a hun- 
dred ways in which his money could be invested in 
California. He might decide to diversify it by di- 

viding it up between five hydroelectric companies 
in that state. But this would not be complete di- 
versification. becsuse his whole fund would be tied 
to one industry and even though there might be 
much distinction between one company and another, 
yet they all respon to the same general influences 
and in this sense his eggs sould all be in one bas- 
ket. He would get more genuine diversification hy 
placing a portion of his funds in an electric power 
company, a portion in a manufacturing company, 
a portion in a chain stere cr distributing company, 
and perhaps a portion in a shipping or railroad 
company. 


reification in the true sense involves a class 

fication of the different types _of enterprise which 
are more or less unrelated to each other. A man 
might invest in the Norfolk & Western Railroad. 
This railroad is primarily dependent for its pros- 
perity, not on passe! raffie and not necessarily 
on local business conditions in its territory, but on 
conditions in the soft coal trade. C onsequently, a 
man nee a some € diver ficati 
Virginia, in some ae 
| though it were located on the lines of the Norfolk 
| & Western Railroad. If he were confining his in- 
| vestments to railroad obligations but wishe ad 
| diversification, he might wisely invest a toe of 
| his money in railroad securities of the type of the 
; |New York Central, which reflects commercial or in- 
pstrial apps ae om invest a arly in an 
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A | as gas, cleetrie light, 
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ranon of such vompantes, 
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different types of utiiti 
traction, power or tele 
should be given to ti 
whether they are ix denuites with vities of large popu- 
lation and diversigei industries or whether they 
are in centers whieh A be dependent on erop 
conditions, on Mlins s. or on single in- 
dustries. For exampis. the prosperity of a eity like 
Detroit is largely iepenisnt en conditions in the 
motor industry: a ety lke Bure. Montana, is 
dependent large y eon a ae in the copper in- 
dustry; a city = eee . Rhode Island. is to 
a semen exten? ism os ont on eon sitions in the 
textile industry ‘Seation must 
take into accor? z faoss as these. While fun- 
damental business inscrerces, in 4 broad sense. amect 
the country as a » the iten times 
when one section or the ecusiry mar pe prosperous 
and another not so. Witnes cur tions in the 
Southern states during 124 ¥ ee end 1924 as 
compared With enc 272958 ch vestern grain- 
growing states. 

In the many groups sreediy clessed as indus- 
trials, the opportunizies isr civersiiestion are prac- 
tically unlimited. An aes nose capital is 
placed partly in the chein siere industre, see in 
steel or iron, partly I, ey GIDTS ONSEN, 
partly in some specific but star a vpe Of Thani- 
facture, partly in petroleum product tion or distribu- 
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the field of government and municipal securities are 
fully as great as in other fields. Such diversification 
involves not only the questions of geographical 
location, but many others. In the American field 
alone, one can invest his money in every state of 
the Union. If he goes across the border, he can 
money in Canadian obliga 
rovincial, and he will fin 
character, stability, and security. If 
he goes further into the foreign field and seeks 
foreign investments he has, not only the old coun- 
tries of Europe to choose from, but also South 
America and Asia. He can select many types, both 
high grade and low; he can select short-term or 
long-term obligations; he can guard against the 
_ dangers of putting his money into issues which re- 
| spond or are affected by the same dangers, and 
į thus get an extremely broad diversification. 
| Continued emphasis should be placed on the 
rea f intelligent investigation and 
ng all of the facts bearing on any 
t bef urity is actu- 


and his willing accept superficial advice 
impu a, erybo dy should in- 
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It is a pathetic fact that many a business man 
will spend thirty years in building up 2 fort une 
from his own business. and then. when he cashes in, 
will spend thirty days or less in investing 1t In secu- 
rities concerning which he really knows absolutely 
nothing. I could mention the name of a widely 
known and successful business manin New ï ork who 
recently went into bankruptey because he had per- 
sisted in buying bonds and stocks without intelligent 
investigation, during the very time when there was 
open to firms of his trade the opportunity of a cen- 
tury to make unusual and fabulous profits in his own 
business. His wise investment was his business. 
He had grown up in it, had learned its every detail. 
and it had become a part of his life. He could 
not be easily fooled in his own business, but was 
promptly made a fool of when he attempted to 
put his money into what he thought were invest- 
ment bargains. 

The problem of diversifying investment capital, 
however, involves considerably more than the mat- 
ters which I have been discussing. Not only are 
there numerous types of industry and unlimited 
types of governmental obligations for the investor to 
choose from, but the characteristics of security issues 
themselves vary in many ways. The two great 
types of investment securities are bonds and stocks. 
Technically there is a very definite distinction be- 
tween a bond and a stock as an investment. A man 
who invests money in a bond is always a loaner of 


gen: ssues secured oy the secu ct 
1 which is pomena in e rm of iaia 


Preferred pore issues are also often convertible, at 
the option of the holder, into some other security, 
such as a common stock or possibly a bond. 

Finally, it will be realized that i in the problem of 
investment selection questions of yield and price 
are important. In the pure investment field, prices 
and gee are more or less directly dependent on 
gen s and economic conditions: there- 
fore, in o € piera the investor is at once 
brought back to the question of : fundamental in- 
fluences which we have alread discussed. j bond 
which might profitably have been 
per cent basis in 1921 might ` ason 
be a desirable investment - in 1924 on a - per | cent. 
basis. For if we assume tha general 1 interest rates 
from 1924 on are not sii back to the high figures 
which prevailed in the first two or three years ie 
a close s the vie it would be foolish indeed for 

Lig gh grac Done which could 


Tn the f foregoing discussion I have tried to sketch 
in outline the important general factors which bear 
on bae investment oe for me averag 


INVESTING IN RAILROAD BONDS 


NTELLIGENT investing in railroad bonds in- 
_ volves a great t deal more than meer cna 


or perae character istics, 
strongly protected by mortgage se curity. 
nothing more absurd than for one os adopt the 
principle of confining selections pgn tọ first 
mortgages. From time i — aa la! ] arg | 
people have been assun ing 
invest money safely is 
gages.” Second mortgages- od 
sentially weak pro tions, while third or fourth 
mortgages are classed, in this section of the public 
mind, as necessarily weak or worthless | securities. 
A man once wabenitted to me a list of railroad 
investments which he had been accumulating over 
a long series of years. -np believed strongly in the 
principle of diversifi his total invest- 
ment fund of about $100,00 had exactly one 
hundred erent first gas railroad bo 
first principle £ for investment 
ra first mortgages. 


He eii that the principle he followed was sound 
and that, therefore, there would be little or no 
danger of his ever losing any money. However, 
about one-third of his holdings had enormously de- 
preciated in value and nearly 20 per cent. of his 
bonds were actually in default when he submitted 
his list to me. 


a may an little to do with as case. There 
time bond obligations of the Erie 

ured by second, third, fourth, 

fifth ae sixth t mortgages which are decidedly higher 
grade investments than certain other bonds on the 
Erie hog which are eane ay first ee 


2 bond “obligations « Se- 

a ge on its main lines. These 

le in every respect | than cer- 

rtgage issues on parts of the same 

system : they sold at higher prices; they were in all 

ways To more strongly protected, and there was 

never any doubt whatever regarding the certainty 

of payment of both interest and principal. 

Another false notion regarding the genuineness 

given silroad pand 3 is the theory that a bond 

i ep by a mortgage a ways better than one 
a secured. cou in the majorit 

of © cases this is true, but there are rea in- 


stances where a debenture bond, which is a mere 
promissory note, is a far better security than 
which is protected by a direct mortgage lien. For 
a case in point, one might mention the New York 
Central Railroad Debenture 6s. These bonds were 
not secured by any mortgage whatever on the prop- 
erty, and they were subject to a great mass of other 
obligations of prior security. And yet they were & 
far higher grade investment and entitled to a better 
investment rating than eds of first mortgage 
bonds of various other railroads sh 


country. 

What man, for example, who knew anything 
about bond values, would assert that the Chicago 
Great Western First 4s or the Chicago, Milwaukee 
& Puget Sound First 4s, were higher grade invest- 
ments than New York Central Debenture 6s? And 
yet, the ee regarding the certain superior- 
ity of a first mortgage railroad issue continues to 
persist. 

Disregarding for the moment the important ques- 
tions of price, yield, interest rate and length of time 
to maturity of any given issue, let us consider the 
essential facts regarding any railroad bond which 
the investor proposes to boy mei essential char- 
acteristics back of a good railro | bond are neces- 
sarily somewhat different from those which n may be 
back of many other types of bonds. The 1e outstand- 


ing fact to be considered 1m relati 


er is the first thing that 


od of a ae many peop 3 to jum 
j ond i is s high grade 
sti he k 


as | local t ag 

New England railroads is et of “the 4 maal 
laneous or high grade type. The freight hauls are 
mainly short ones. The handling of freight is a 
u item of pit and conse quently the com- 
ENS ra railroad must ı receive is bonad 


Piai ate much more dependent on a high per- 


centage of passenger business and are necessarily 
bliged | to ee much “ppt sums in passenger 


tory Iti is nik only in New; Englan 
this type of railroad Jae cis 
, a8 the United States i is fi ling age oo pea 
y aia developing T industrially, railroads a1 e becoming 
j in reasingly dependent on the tran; 

cellaneou or ne grade freight and c on short hauls. 


a ic and on the tran bean tay pert great basic 
val re tn = sae sis cide are the so-called 


though other rina systems, such as the New York 
Central lines and the Pennsylvania, are also largely 
dependent on coal transportation for their heavy 
volume of business. 

Properties like the Reading and the Lackawanna 
are known as anthracite coal roads, although in re- 
cent years they have developed an enormous amount 
of miscellaneous tonnage. It is a fact frequently 
overlooked that the Erie Railroad system, which 
twenty-five years ago was classed as an anthracite 
coal road, has now become more of a transporter 
of soft coal. 

Throughout the entire Middle West of the United 
States the kiahne of coal is of great im- 
portance. On e must go west of the Mississippi to 
get away ai the fields where railroads are not 
particularly depen ndent on i coal tonnage for their gen- 
eral prosperity. Soft coal properties are not neces- 
sarily confined to one spot or one section of the coun- 
try but radiate throughout a very substantial part 
of the more populous sections of the United States. 

In the Southern States we have a distinct type of 
railroad which is dependent, not on coal tonnage, 
not on profitable short hauls, but more largely on 
conditions in the cotton m pese Such properties 
include the great Southern Railway Aoir the 


O 


Atlantic Coast Line, the Seaboard Air 
ashville, and i impor yal parts ‘of 
| system. The cotton i industry is 


ailroads of this type, and 
oars general | depres ssion in the 
otomatig country, the earning power of all 
these railroads i is certain to be adversely affected. 
When we go farther West, we find that other im- 
portant ; local factors permanently affect the earning 
power of railroads. a the entire Northwestern and 
most of the Central Western sections of the country, 
the railroads vitally depend on | neral agricultural 
conditions. . The great grain-carrying roads 
the Chicago, Milwaukee & St. Paul, the Worthen 
Pacific, the Chicago & Northwestern, the Chicago, 
Great Western, and the Chicago, Burlington l & 
Quincy are more prosperous during FOOL 


eo ar eg a when good markets pre- 
han at times when partial or 


“aa the Salire sections of the country we 
are Piin in modern a a greater and greater 
dependence on industries such as petroleum pro- 
duction. The vast development of Oklahoma and 
Texas within the past decades has been tied | very 
rangi with the great expansion in the oil-produe- 
ing g industries. Consequently railroad properties in 
is section, which were formerly either more de- 
pe ent Pon cotton pontio or were distinctly un- 


which ma primarily on long haul traffic ac 
great stretches of the Am erican continent. These 
are the big transcontinental systems, such as the 
Atchison, Topeka & Santa Fe, the Union Pacific, 
and the Southern Pacific. Of course, a great many 
other properties, such as the Northwestern roads and 
some great Eastern roads are pal tially in this class 
also. But the big Western systems like Union Pa- 
cific have the outstanding characteristic of being 
transporters of long haul tonnage across the more 
sparsely settled. sections of the ` West, and it is on 
the vanes of this general type of tonnage that 
they primarily depend for their profits. 

The fact should be emphasized that the earning 
power of railroad systems | is developed not merely 
through the transportation of particular types of 
tonnage alone, such as grain, cotton or coal. The 
benefits which a Northwestern railroad system gets 
from a big wheat erop in Dakota, when such can 
be sold at good prices, are not — 4 the mere 
transportation of wheat. The raiiroa 
benefits are derived from the seal T of 
the people in that section, as this naturally develops 
tonnage and business on à healthy scale. In other 
words, general prosperity re replaces depression n in that 
section. 

In the Southern states uring t ast few years, 
the cotton crops have not been hean nis thp pros- 
perity of the South has been great Detativy i th 


wae demand for cotton a the high prices ob- 

ained, This is directly reflected in the earning 
power of the Southern systems, and their tonnage 
= types of freight has expanded to very high 


1 “Tt it wil be seen, therefore, that the investor in 
È railroad securities must first determine what type 
F of property to invest in. If he purchases a bond 


| secured on a property like Norfolk & Western, he is, 
1 to a considerable saree investing in the soft coal 
Í industry. If he purchases , ligation of the Bt. 
| Paul System, he is investing aay in agricu 
tural conditions in the Northwest, and so on. 

But when he has gone thus far he has only begu 
i railroad bonds. He must then begin 
F an analysis of the particular property in which he 
i poses to invest. Under the modern method of 
} uniform accounting required by the Interstate Com- 
A merce Commission, every railroad in the country 
$ must report its n and condition on a uni- 


ri the man who will ‘sks the trouble to examine 
em, 


The investor should first turn to what are known 
as = adie be exhibits. These ¥ W rill show hini bea 


erty is holding its own, expanding or declining in 
volume of business. By comparison with other 
properties, he will know whether the company is 
getting its share of business. He will also a scertain 
what business is derived from the railroad s own 
efforts and what business is received from connect- 


ing lines. 

He will then fam ili mse 
of the property, the amount an 
equipment, comparing these over & series of years, 
and also compare the trend in the density of both 
freight and passenger business over a series of years, 
the trend of the train load and the average earnings 
per train mile. If all these figures are tending to 
show improvement —a fact which can be ascer- 
tained with very light study — the rauroa 1’s busi- 
ness stability is at once demonstrated. Having satis- 
fied himself as to these facts, he is then in a position 
to examine the income account. 

A railroad income account is only intelligible if 
examined by comparison over & series of years and 
by comparison with other properties doing & similar 
type of business. In order to make such compari- 
sons it is necessary to reduce earnings to a mileage 
basis, that is to say, one must know the amount of 
business done per mile of road for each year. Only 


in this ing can ma earnings be intelligently 
c i ared wi ose of p prop- 


railroad ag double its total revenues but if in 

time it has doubled its ¢ operated mileage, 

been rease On the other 

increased or has in- 

| in less proportion than its akan of busi- 

ness, then there has been a real growth. By the 

maine token, one must use mileage figures in com- 
pening one property with sacce: 

s an illustration, let us take two railroads like 

the Erie and the New York Central. The Erie di- 

rectly operates about 2,000 miles of-road. The New 

York Central directly operates about 6,900 miles of 

road. Consequently, while the total volume of busi- 

ness on the New York Central in a recent year 

amounted to about $420,000,000 and | th at of the 

Erie was only about $118, 000,0 
= wnei we piany the earnin ik of both to a mile- 
age bas gross ting revenues on hae Erie 


) is. Gross spadne revenues, and 
are ap no means conclusive. The real figures to 
analyze are > the « operatin nses. These are di- 
; greai t classifications, one being main- 
costs and the e oopan t costs. 


strong OF w eak i 
adute fe we 
healthier conditi 
aera sho 


a a i= 


bsta 'antial scene TE in anai 
practice | aal over - 35 per cent. of total operating 
costs, and ranging up to even « 50 per cent. in many 
instances. 

A railroad of the average type which continually 
reports low maintenance costs is almost t certain to 
be running sown, and often investors repeat ie 
misled by a superficial showing of large net e 
when, as & matter of fact, the property has een 
allowed to go to pieces. On the other hand, it has 

pee case that soo much money has air 
put into mainten cl arge ess By a 
is known as _ concealmne¢ 4 ) regardin 
when there was much political agnor regara 
the big earnings of certain railroads arg 
were often concealed th through bookkeeping methods 
which swelled the maintenance » charges. 

Transportation costs are e self-explanatory. eo 
should avoras eT del the same per mile on 


pres ent, when wages 
are double what pis were a decade ago and ma 


in 1 times of high costs | 


portation expenses | rag 
antl range . panie high figures. 

But when in making comparisons between prop- 
erties of distinctly similar type, we find one railroad 
with areca ae 4 costs persistently ranging far 
higher than the average; the answer generally is 

management or some other 
aeeie eakn items a daper 
in income ameni, such as taxes, re 
equipment and various miscellaneo 
easily rege and do not present a 
culty when comparisons are made. 


The final result Mere gives u us s the i income avail- 


est to the bond investor If he has examine 

prior figures intel igently y he has now reac 

where he can j judge e elligently as to the genuine 
stability of earning power PA of his one If after 

such examination he finds no weakness 

surat and the available income for ised prg is 
argely in excess of the interest requirement on the 

bond he proposes to purchase, he is then in a posi- 

tion to exam ae bee bond itself. 


the main lines and perhaps a first Eai On eer 
be min ie lines. If such, it will aan be ale 
a consolidated mortgage. It may be secured by a 
junior mortgage on the main lines, by 4 second or 
third mortgage on some branches, and perhaps by a 
first mortgage on other branches. Such a bond is 
generally classed as a first and general mortgage. 
There are many other types. If, as is often the 
case, it is secured not at all on the main 

on a group of branches or extensions, co a first or 
junior mortgage, it may be entitled a general ee 
gage or a unified mortgage. The Louisville & Nash- 
ville Unified 4s are this type of security. 

The various types of railroa d bonds have, like 
almost everything else, been created as the result 
of circumstances or experience. The needs of pe 
hour for the particular company and the kinds 0 
bonds which appear to be the most popular in the 
public mind, have generally determ ined the types 
which have been created. In siie -a ket 
have appeared a great many s50- alled “ blai x s 
mortgages. A blanket el is an an issue w wee 
is supposed to cover, by direct lien, all of the prop- 
erties which the railroad owns, but subject to prior 
mortgages which already exist. Ae. 

ana so-called mortgages are a5? 

rigage e refunding mortgag 


sec urea 


for the retirement of Foii or prior liens as 

they mature. But there are many variations in 

the types of refunding mortgages created. In some 

cases all underlying rportmis are what is known 
as “ closed ” and the refunding mortgage takes their 

ol aces when they mature. In other cases, the under- 

ying mortgages may k extended as cireumstances 
arrant, and in such instances the refunding issue 
mains subject to such extensions. 

All of these technical conditions, however, while 
vital, have not the same importance to the investor 
as the demonstrated earning power of the property 
itself. A refunding z mortgage may be subject in 
security to a vast amount of other obligations and 
yet be extremely high grade in quality. The 
Pennsylvania Railroad General Mortgage, which is 
secured by second, panis ben and fifth Hens, being 


dends and some fotit on agree main Ties and which 
amount in the aggregate to more than $100,000,000, 
is as high grade, from the investment point of view, 
as the Union Pacific first 4 per cent. issue which 
yield the main n line from Council Bluffs, lowa, to 


Ke solute 5 first lien, 

a ior e old New York ¢ & aj first, second, third, 
a : hich cover the Erie 

main sg e fully as high 

grade eia as are the New York Central 
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First 34s. This may seem strange, but if one will 
examine the facts one will find that these Erie mort- 
gages are outstan nding at only about $27, 000 ; 
mile altogether, and that if the property covered 
were ever sold at forced sale, it would bring a great 
many times the face value of all these bonds. This 
also would, of course, be true of the New York Cen- 
tral First M which i is outstanding at the rate 
$35,000 per mile. 

The ner for the inves eso 
down to the question of his preference ir in length 
time a given bond may run, its price, its yield and 
its market. If any particular bond has met the tests 
of stability in earning power and other character- 
istics which I have already outlined, it is certain 
to be given a high investment rating, such as Aaa, 
by Moody’s. It may be a Hons running five years 
or one — one hundred years It may be à 

i gage, & C eolidated | mortgage, deber 
ora divisional bond. The rating would have noth- 
ing to do with matters of price or interest rate pal 
and little to do with its technical description. 
The investor must determine for himself whether 
he wants a short term or a long term bond. 
He must determine whether he wants a yield of 
6 per cent. or will be satisfied with a yield of 4 
per cent. 

To determi pe 
give consideration to the gi 


PROFITAB. 


ences which affect the price level of all securities at 
any y given time and which I have outlined in pre- 
vious chapters. He cannot become a successful in- 
vestor in railroad bonds or in any other securities 
unless he gives due regard to seasonal influences and 
to the general trend of the money market, business 
conditions, and so on. 

The ideal time to invest in long term, high grade 
railroad obligations, as in other high grade bonds, 
is during a period of relatively high interest rates 
and general unsettlement such as we had, for ex- 
ample, in 1920 and 1921. These are the periods in 
which bargains can be secured. But in all periods 
genuine security can also be obtained provided the 
investor is satisfied to receive the prevailing interest 
return. 

I might add that it is generally well for the in- 
vestor, if possible, to select a bond which sells at a 
discount, if he can, rather than one which sells at 
a premium. The man who buys a high grade b 
at 98 on an income basis need have no problem © ever 
arise in his mind regarding the question of change 
until maturity. He will be sure to get par at matur- 
ity and his interest meanwhile. On the other hand, 
mmg who buys a high grade bond at 110, which car- 

gh interest rate, must remember that as the 
bond apd maturity, it will reced 
pn ae he will, | in memes course . i 
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his income yield, but the averag | 

not an expert, is apt to iruei this and thir 

losing some principal when, as a matter of fact, he 

really is not. He confuses his income with his prin- 
because he has a premium. 


CHAPTER V 
INVESTING IN RAILROAD STOCKS 


| pealii the problem of investment in rail- 
road stocks, many of the same questions which 
are raised in bond investing must necessarily be 
considered. While a stock is a very diff 
from a bond, it is nevertheless tr gth 
of a railroad stock, from the investment point of 
vien, is quite as definitely dependent on the general 
charact 1 earning power of 
the property as is railroad | bond. 
and less protected position than i is the Eige e bond. 
It does not necessarily follow, however, that all 
ocks are a poang investments than all bonds. Many 
tock grade investment, and often 
a given shiek a entitled to a higher investment rat- 
met than are some I epia e bonds. 


s taliroad 1 field, howe the 
Ordi- 


preference as to erte ram 
ig common s% stockho 


n, Topeka & Santa 
5 per cent. ee 


stock i in its ami on asse 

of the Chicago, St. Paul, | Minnes Oma; 

ni as only to 7 per cen cent. ee but has n 
preference as to assets. There is no fixed rule ap- 
plying to pref erred stock requirements. In some 


Hona are ee i, 
‘The investor mio contemplates buying a sale 
ferred or common, must £ start his in- 
aaeain by o exact tly same canard thar are 
applied when he contemplates ir investing In rauro oad 
bonds. He must follow | through the fonda ex- 
hibits, the operating — gen 
ing power of the propert 
make comparisons with r results 
with results shown by iea pDA 


general type. | 
But instead of being primarily interested in the 


net or plage pes aiea for pa of 
fixed charge! rimary inter res am 
of surplus 1 

for dividend p pay yments 


a i iver tera a aad For scant 
standard railroad property like the Atchison, To- 
peka 4 Santa Fe dong report. in Boag one Year a 


fing apial stock. grs on, therefore, imme- 
| diately jump to the conclusion that no less than 15 
| per cent. is available for dividend payments; there- 
| fore they do not understand why the company is 
paying only 7 per cent. when, as a matter of fact, 
| it | is Deiat 15 per cent. as available for this 


| The confusion i is due to the false on that 
be i a surplus r reported by the company in its 
| state available for dividend dis- 


not tr true at all. Fee raved of the ordinary type, 
pwhich paid out in dividends its entire surplus | rey- 
enues from year to year, would soo tself i 
F finan i _ Railroad revenues are sabiai 
m wid fluctuations, and if a stable dividend policy 
is to be maintained, a wise management will set 
aside each a year a substantial portion of its earning 


mmercial and 


rises in the a corporate form. 
} amination n of the qlreren aglr ry 


will clearly show that it is very seldom case 
that a railroad can afford to pay out its € entire 
plus in dividends, even though its revenues 
unusually stable and its earnings remain at a high 
ercentage from year to year. 
ý a ae every railroad in the United States 
essal y to re-invest a | substantial es 


of T enereeiy cannot 
for very long. l 
On the other hand, the company which makes : 
feature of its re-investment policy and puts bac - 
each year & high oa aha : its surplus 1 into t w 
property, steadily increases ts sone paar : 
facilities and builds up its business in & 80 
ermanent way. 
P The Atchison, Topeka & Santa Fe system oe a 
case in point. During more than twenty 3 ay 
railroad persisted in the policy of limiting the oa 
dend on its common stock to 6 per cent. per sg z 
only recently increasing the rate to 7 per ce P 
many years 1t has earned more than twice its div 
Lb f its financial exhibits 


dend, but an exa mination 0 
will show that for nearly a generation the company 


has each year been developing and cnt ie its 
PT Oe sdb earnings. aoe P l : 


standpoint. Its socumulate ed reserves and vast sur- 
plus which have gone back into ihs property to-day 
probably amount to more than the entire worth of 

railroad system when it was reorganized a genera- 


| Feis is more et an investment tofl ome gra 


seen that in considering the 
| Investr tment sid tian of railroad stock issues, the 
| fin al Policy followed by the management over a 
| reasonably long t term of years is alanyi extremely 

| vital. While the bond investor, in making a selec- 


tion of a specific kind, can, in ma ny cases, largely 
ore the financial policy, this is not true of the 

k invertor. illustration of 
Railroad bonds mentioned in the laat chapter, 

I ssk point out that the old first mortgages of 
a Erie E Railroad system have always remained se- 
ure ani | | and have continuously sold on an in- 
throughout all the reorganizations 

tem. This is because their security 


as always been te They were a lien prior 
so many other obliga tha poorest 


possible alni and the most unsound finar 
cial policy cannot disturb them. 

But in the case of railroad stock issues, which are 
necessarily in a junior position as compared with 
bond obligations on the same system, the soundness 
of the management and its financial policy are para- 
mount. 

Many years ago the Pennsylvania Ra ilroad Com- 
pany continually followed a policy of turning back 
into the property es each year about 50 per cent. of its 
surplus € earnings and paid out only about 50 per cent. 
in dividends. This traditional policy was the one 
great thing which made Pennsylvania Railroad 
stock for many years practically the premier railroad 
stock investment in this country. In later years 3 the 
Pennsylvania management, like that of many other 
railroads, has not been able to adhere c closely to > this 
plan. Through no fault of its own, it has been 
possible for it to avoid the expenditure of enormous 
amounts of new capital, much only indirectly pro- 
ductive, and this has placed a burden on the g 
pany which did not exist in the old days. But the 
closer a railroad management can adhere to ae 
general principle, the better its eredit will be an 
the sounder its junior securities will remain as in- 
ee i w 

a the mabey ae in railroad stocks 
should bo direct interested in t ayer liabili- 


ties of the company 


finances. This will necesse i 
rectly ‘to the company’s balance sheet exhibit than 
might be the case with many bond investors. 
merican railroads are capitalized on all sorts of 

bases, , the type of seems usually having 
evolved out of the necessities and experiences of the 

ast. A very large percentage of the older rail- 
road systems in this country have been the out- 
growths of reorganizations and consolidations. Dur- 
ing the period from 1892 to 1899 more than 60 per 
cent. of the railroad mileage in the United States 
went into the receivers’ hands and the properties 
were reorganized. Some of these reorganizations 
were extremely drastic and eliminated heavy capital 
liabilities. Others were only moderately drastic, 
and such reorganized companies were obligec 
carry along a substantial part of the liabilities 
created under earlier managem 

Thus we find that in the railroad d field a vast di- 
versity of capital liabilities is í to be found. Take, 
‘or € zample, a company like the New York Central 
Railroad . The present New York Central Railroad 
nd the outgrowth of a merger, in 1914, of the old 
ite York Central & ; Hodson River Railroad with 
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In addition to this, the older compani 
se poole before assumed many Habia of their 
own in the shape of rental gua 
on bond issues, and many partial aes oe Thu 
in this system alone we find a variety of bond obliga- 
tions as first charges against earnings, & consider- 
able number of lease or rental guarantees which are 
direct charges against earnings, & anne ch of sink- 

ing fund requirements for bond issues and other 
items of importance, all of which must be provided 
for before any money is available for the payment 

dividends. 
E same general situation applies to all of the 
large railroad systems. In many cases the capital- 

ization liabilities of a railroad appear to be in an 
unbalanced condition. In other zo its bond 
obligations may, and often do, represent a = high 
percentage of its total pa e In such in 
stances, it is usually the case that the stock i issues 
are weak as investments. If a railroad finds it cee’ 
sary to consume, say 80 per cent. of its total ae 
surplus in paying actual fixed charges, it gene! rid 
has little money left to use for dividends or im 
improvements. Other things being equal, e ee 
railroad stock investment is usually one W ioe a 
bond liabilities represent less than 1 50 per cen 
the total capitalization and 


ie the general earn 


ing power is sound and abiara 


A case in point is that t of the . Delaware, Lacka~ 


na & Western EEN This company has 
i ly rno o direct bonded debt of its own and its 


ed charge ly 1 represent t dividend 
guarantet 
dend iarna are not a heavy pani and, as a 
result, a very heavy surplus is available in all normal 
ears ‘for dividend disbursements and for property 
improvements, An examinati this company’s 
exl ibits for a ea will show that dur- 
ing this period the company has put back into the 
property out of earnings far more than the amount 
of its _— o Tonoa This i is sia, primary 


cera series s of years, 
e reverse situation is well dem ted i 
daring i the New York, New F mensen, ba 
uring the past two decades. Many yea: 
New Haven properties were he fears ae o tho 
among the best in the country and the New Haven 
k k enjoyed a favorable reputation as a sound and 
a ed a The policy of the company 
a ose days was to keep down its capital liabili- 
a its fixed charges to the minimum. By the 
i s of its ¢ charter the New Haven property was 
t permitted to place any mortgage whatever on 
) lineg and. = "T rpi obliga 
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guarantees which it had assu tim: time 
As long as this condition continued, the d Kokiet of 
New Haven stock was blessed with a high grade 
and well protected investment. 

But in later years the New Haven policy changed. 
An era of expansion set in which may or may not 
have been necessary. Competing lines were bought 
up, the company went into the business of operating 
trolley lines, steamboat eee and lighting 
plants, and then attempted to acquire control of all 
competing railroads in its territory. The matter 
of capital structure appeared to be completely d dis- 
regarded and in the course of time the management 
found itself with a company which was heavily 
overloaded with unprofitable investments and un- 
wieldy liabilities. This situation was 38 
accompanied by the downfall of its sdil; Eak, 

] years es stock of the 
New Haven R ailro | | bee hi gn graa 
investment for so long a time, aroni feas a 
doubtful speculation. 

It should be realized that all railroad stocks need 
not be appraised according to the same exact meth- 
ods. While the general factors which affect stock 
investment values are broadly the same 1 for all rail- 
roads, a different degree of bags s sho laid 


on different factors ‘in different types of T railr pans. 
rail lroad pro] pert i section like New 


more stable in its earning power than a Western 
or a Southern property. On the other hand, the 
possibilities of rapid growth in earning power are 
not t usually so great on Eastern properties. Rail- 
road tre affic will develop roughly as population den- 
ws in a given territory. In the Eastern 

tes the ratio of growth in population is generally 
lower than in the Western and less populous sec- 
ions of f the country. 


periods when it may prove 

ma to invest in a Western 
than ailroad stock, especi 

he is interested i in thei improvement i in the quality 


of his investment and possible increase i 

uring the years to follow. For eT 
about twenty years ago Union Pa cific > comm 
and oy York Central stock were 


tral was ilen paying a slighty haier dividend, 
The investor who then considered the relative 
merits of these two stocks might have wisely given 
special weight to the fact that the following twenty 
years would witness a far greater ratio of population 

rease in the Union Pacific territory than in = 
New York Central nepal Wh 2 acific 
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from 8 to 10 per cent. New York Central, on the 
other hand, for many years was obliged to cut its 
dividend payment to 5 per cent, and only recently 
has restored the figure to the 7 per cent. of earlier 
ac? have bought Union . Pacific í in soe was, there- 
fore, not a speculation, but a farseeing, wise invest- 
ment. The company was even em earning far 
more than its dividend requirement and in no year 
since that time has it failed to earn much more than 
its dividend. During the twenty-year period, the 
policy of pouring back into the property millions of 
dollars of surplus earnings has been persistently 
followed and, consequently, the Union Pacific prop- 
erty to-day is one of the highest grade railroads in 
the United States. The New York Central, because 
of its great traffic stability and favorable territory, 
has also presented a good record, but its average 

rnings have never approached those re- 
ported by the Union Pacific and have never shown 
the same steady ratio of growth. For some years 
the New York Central found it difficult to ce invent 
any of its surplus earnings and as a consequence its 
fixed charges nee faster than would otherwise have 


; s$ case of investment in ep grit 
i p7 en vi con- 
many general factors should he givi 
sideration, aside from the matters of “n 
earning power, financial structure, characteristics 


territory and of tonnage aracter 

management is almost always pretty directly re- 
flected ti the records of results, Questions of bank- 
ing control or financial alliances, while interesting, 
do not nowadays loom nearly so large as re! did 


y twenty years ago. American railroads are 


i times, so completely under governmental ead 
f sion n and lana that se s pon ilities of unsoun 


CHAPTER VI 
PICKING PUBLIC UTILITY BONDS 


\HE problem of — in ag utility secu- 

| rities is necessarily somewhat more compli- 
eated than investment i in railroads. _ The title “ pub- 
lic utilities ” includes several | gro i 
in many ways are distinctly different. AS, geni 
understood, publie utilities include all so-called 
franchise corporations, such as telephone and tele- 
graph companies, gas companies, water supply com- 
panies, electric light and power, hydroelectric and 
all types of electric traction corporations. 

In brief, a public utility is a corporation which 
it is assumed supplies some public need and zun 
is given a more or less exclusive right or privilege to 
supply that need. 

Let us first take up the problem of investment 
in telephone and telegraph bonds. The telephone 
industry is comparatively a new one. Its whole 
history from the time of its inception about forty 
years ago, has been one of e neriment and develop- 
ment. It has taken a long series of years , the devel- 
opment of a large number of inventions, and the 


slow but steady education of the public to bring 
67 


the telephone into general use 
the great necessities of modern oie ilize Hons: Alter 
this Tong period of development we have in this 
peauntry finally arrived at the time when to the aver- 
ag . the telephone has become an essential part 
; life and general activities and is no longer 
ooked upon as a luxury for the few. 
result des this ee the Pp guia in- 


day a re different type of in nent a a they 
were even fifteen years ago “eel 
country was dotted with maz ny | 


tems and so-called Bidat o ccmpanies areas 
competed with each other. In many cases unsa 
factory or indifferent servi 

result pa telephone compani re financial 
ERA ae in n only a fow € cases. 


is A what i is ne as a Anaal peels a HRA 
ful telephone ii can hardly be expected unless 
usive right to operation throughout a speci- 

ory is gva to a single company. W 
| anies exist in a ana city side 
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in his house or office to secure the servic 
rdl, wants. 

It has taken many years of experience to con- 
vince the public of this fact. But to-day it is pretty 
generally recognized that we can have good tele- 
phone service only by allowing one organization or 
one group to operate the entire industry. 

Telephone service in the United States to-day, 
taken as a Bra is far ae song to that of any 

almost caer 


phone & Telegraph mpan nseq 

investor in telephone kondi almost adabiy must 
put his money into issues of this company or of 
its many subsidiaries. A consideration, therefore, 
of telephone bond invest 

tion of the American Telephone & Telegraph sys- 
tem and the matters which are roie with it. 

It should be realized that the investor in a tele- 
phone bond has something more to do than merely 
to examine the financial or income records of this 
company and its subsidiaries. He must first of all 
recognize the fact that the telephone industry, like 
the railroad industry, is carried on under more or 
less governmental regulation. ‘This regu 
fines the pen of the compan arge 

dma ; bat s at the same t 
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politi cal aii continually coming up for dis- 
cussion, and changes in public opinion are impor- 
tant factors in determining the success or failure 
of the business. 

ron the investor will begin | his study of these 
things by makin examination of Paaa 


of the old ee nar companies w ae 
ema because the management was y too visionary, 


least 90 per porn of the telephone aa to- 
day in the hands of one great aE i and 
i corporation, these weaknesses 
nated. | 


test, therefore, in buying a t 

ypical telephone 
bond i is to determine whether the pearl policy 
oe antialiy hat Telephone & Tel egraph group is 


7 h difference in | uan in 
us teens obligations of the / Ame rican äi T 


phone ae and its subsidiaries. y i 

issues are mortgages on local onig bedoe eg 

some very successful, some only moderately s suci 

ful, and some not at all s puree, In most cases 
such obligations are not £ guaranteed by the parent 
concern and, therefore, their security y must depend 
on the actual operating results of the subsidiary 
itself. 

An important consideration for every telephone 
bond investor is the question of location of territory 
and that of density of population. A telephone 
property located in a sparsely settled, unstable or 
stagnant portion of the country is necessarily 
poorer issue than one located in a a thickly populated 
territory like New York City. Furthermo 


or rapid growth in population, 

be permanent, is often to be p prefer rred 
secured on a stable propert ak 
tory but which promises li 

in the future. 

A case in point is that of the Pacific Telephone & 
Telegraph Company. Because of the remarkable 
and Lassa ght of the Pacific Coast states in 

ring the past decade, the 
egraph Com- 


pany is — on a a far high 
case ten or | =i years ago 


| recent years sold at moiy high prices, and 
the oid: have remained very stable even in times 
of depression and unsettlement. On the other 
hand, certain local Eastern telephone properties, 
while nfered po in T of business, have 


uld hasized is that thes repr 
a re of industry which is not stat hey yr 
by the business cycle or by a sharp prec from 
rosperity to se beorien During periods of busi- 
ness unsettlement or depression, the telephone busi- 
ness remains practically as heavy as at other times. 


} and the tow years after, when ordinary industries 
| showed | vast fluctuations in earning power, will show 
| that the telephone industry reported actual im- 

rovement, This is an outstanding fact which em- 
hasizes the sewer of the seg ini business and 


i e o consequent ¢ 


tion of telephone bonds every issue 
y be put to the test of past records 
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respond in intrinsic strength to changing earning 
power just like any other issue. For example, a 
MEAR bond properly secured by mortgage or 
other protection, will be a much better investment 
if the property behind the bond has a heavy asset 
value and has earned the interest requirements 
several times over for a series of year 

which has not the same asset | protection al which 
has only recently shown mibetantial earning power. 
The principles : for analyzing bond í issues, which have 
already been discussed and wil be discussed in other 
chapters, apply as directly to telephone securities as 
to any others. 

The telegraph industry is also one which by its 
very nature is a natural monopoly. In this coun- 
try two great concerns, the Western Union Tele- 

graph Company and the Postal Telegraph Company, 
practically divide the field. These two companies 
handle practically all the business, and, through an 
interchange arrangement, tó all intents and purposes 
operate as one. The industry is one which depends 
for its success on giving good service and on satis- 
fying the public demand. But it is also a govern- 
ment-regulated business and has the same political 
problems to face as have the telephone companies. 

The two dam telegraph companies in this aa 

aged | and have been for many years. 
They have outstanding : limited n nu ber of secu 
rities, ae all of which are protected 


utility feld, ee has bee among Cues enter- 
-~ prises which furnish gas and electric light, electric 
i power and electric traction. The development of 
| these industries has been an outstanding character- 
pri istio in the growth of the country during the past 


} thirty years. To-day these industries are completely 
: ili ed and the lighting and power companies 


sense be ts dapi $ with or gaian cur rtailed. 
As a oi, proposition, | the most attractive 


| gas aa akatii lighting concerns. There are thon 
i sands of issues in this field and every year witnesses 
| the creation of a great many more. 

_ There are all kinds of lighting company bonds: 

ose secured by first mortgages on specific prop- 
ties ; those secured by second or junior mortgages; 
chose secured by consolidated or general Be, 
those diners are secured not i on one 2 but on a group 


‘ands ometimes sit i 
n in any other field, there are many 


PICKING PUBLIC UTILITY BONDS 


bonds outstanding which are secured not on bond 
collateral but on stock collateral. Some of these 
latter are necessarily in a doubtful position from the 
genuine investment standpoint. 

The wise investor in public utility bonds who is 
giving first thought to the security of his principal 
will naturally give preference to those issues which 
are directly secured on stable properties which 

operate in centers of large > population or in loca- 
tions which promise ste eady expansion in the future. 
Where other things are relatively eae a lighting 
company bond secured by a direct mortgage, in a 
city like New York or Chicago, is naturally better 
than one similarly secured in a town ¢ or city of ten 
or twenty aaa people or in a rural district. 
There are probably no higher grade lighting com- 
pany bonds in the United States than the under- 
lying mortgages on the New York and Brooklyn 
Edison cpa and ne market prices of these 
‘bonds directly reflect this 

Gas company bonds are > to bej judged by ti : 
general principles that we have applied to RORE 
light issues. As a sound investment principle, pref- 
erence should naturally be given to companies lo- 
cated in the larger cities rather than in the small 
towns or somiy districts. | er 

In recent years the development of hydroelect 

7 prises has gone steadily forward. Hydroe 
rtakin soundly plann ba 


riec ard with intelligence and ability, are 
among , the most stable of American utility enter- 
prises. The time is no doubt coming when hydro- 
electri oren will be tamed much fu rther. 


are to be pends feecmmmnded Some of these 
prises have, in the past decade or so, demon- 
strated ad their stability and strength very effectively. 
Companies like the Niagara Falls Power Company, 
the Northern States Power Company, the Penn- 
vania Water & Power Company, and the great 
ectric A l the Fanne, Coast, have 

gone far in the general d peas ers his i 

try. There o been very r few i instances ° 


į are to a RE Aiet E 

$ One section of the public utility field which must 
| be given somewhat independent consideration is that 
of the electric tractions. It was at one time thought 
that the electric traction business would become as 
rnd ind from 3 a revenue Brae, as the steam rail- 


light Bad the telephone, Furt h 
ally assumed that because ral 


PICKING PUBLIC UTIL 


protection, street railways would be certam 
crease in earning power and profits in direc 
with the growth of wealth and population. But the 
rising costs of operation during the last dozen 
years and the wide introduction of the automobile 
and so-called “jitney” service have brought the 
street railway industry into a much more doubtful 
position. l 
As a consequence of this change, the aiioa 
of money in street railway bonds } 
diserimination. Even when one confines 
iela banger saat on street railways, 


lic utility. organizati Lich 
public service, except teleph 
service. 

The publie utility industry has cn a 
ere but tintura evolution within the a 
managing per holding corporations eat theg great 
bulk of these utilities. These large holding corpora- 
tions control and handle the finances as well as sup- 
ply the service rendered. Of course, these groups 

vary in credit characteristics, in matters of policy, 
and in quality of management ioe 

The existence of ‘this g great. structure of holding 

agement ener has opened up to the 
road field for the } placing 


in a holding company obligation, ia ae 
his funds into every section of the United States, 
and still have his money entirely in a few issues. 
> selection of holding company securities neces- 

se y involves special study in each case 
sthods assing upon individual i issues, involy- 
esearch xamination of current 
resu its, , an yer of temitories covered and the 
public attitude i in those territories, are all essential. 
Another group of public utility issues are the vari- 
ous private corporations which supply water to 
towns and cities. While a high percentage of the 
water supply plants throughout the United States 
| are owned and operated by the municipalities them- 
| selves, yet there are numerous cases where the water 

1 supply i is furnished by private corporations. 

As a general proposition, the properly protected 
bond obligation of a water supply company is a very 
sound investment. There is hardly any industry i in 
this a which is is more stable i in earning sited 


) pesmi Mec field. 
gh osse odity in the world for every- 
body is water, and the use Pa water canno 
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a water supply company is to be certain of havi ving 
available water and having reserve epp jes st 
cient to eliminate the damages of shortage. W Tater 
supply bonds for the most part sell on a s high in- 
vestment basis and are favorably regarded in all the 
conservative investment markets. 

In the general field of public utility bonds, there 
are opportunities for investment diversification 
which do not exist in an industry like steam rail- 
roads. While one can follow a limited diversifica- 
tion policy in the selection of railroad inves estments, 
it is also true that railroads, as a whole, res spond to 
certain general Fakai influences and to some 
degree, at least, rise or fall together. On the other 
hand, in the public utility field, the effects of flue- 
tuating business conditions and = rise or r fall 
prosperity are never so far-reaching or perma 
In brief, the element of stability i in these type 
industries is always very high. | 

Consequently, the public utility investor who 
places a portion of his funds in gas and cata 
lighting bonds, a portion in power company bon 
a portion in telephone or telegraph bonds, a portion 
in water bonds, and a portion in very carefully se- 
lected traction bonds, may achieve a very t unusual 
type of general safety and sound diversification. 


CHAP" TER 
CKING PUBLIC UTILITY STOCKS 


ITHIN the past few years the field for the 
| y safe investment of funds in the stock issues 
| of F publio utility enterprises has developed enor- 


| mously. A dozen years ago public utility stock in- 
| vestments of real character and stability were few 
| and far between. True, we have for a long series 
| of years witnessed the expansion of the American 
| Telephone & Telegraph Company through successful 
| stock financing, but in other d departments s of the pub- 
| lic utility field, stock financing has been a purely 
latter-day development. 
The reasons for this situation are not far to seek. 
though public utilities, as a whole, have now be- 
come —_ thoroughly stabilized in this country, 
yet as compared with steam railroads, their history 
is a ate one. Like all new industries, the question 
of ang has} been p aramount and the difficulties 8 of 


any ser jous toja 
tages of pani 
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capital for the proper building up of electric ligh 
and power undertakings and for the development 

of traction lines, the promoters and managers in 

past years almost inevitably found it necessary to 

give exceptional security to secure substantial 
amounts of investment capital. 

~ Tf we look back over the history of the public 
utility field of the past twenty-five years we will 
notice that the development of the poa ding 
terprises has been ace ompanied by the issuing of a 
great variety of bond obligations, many secured by 
strong, direct mortgages, others by consolidated 

jenget al many by other types of 
collateral. 

In addition to this, the history of the movement 
has, in the latter years at 1 least, been largely « a Con- 
solidation development. The inception and gre rowth 
of the great public utility mana ging and holding 
ganizations has involved the mergi ging of many types 
of producing plants, large and small, practically all 
of which had already been bonded or placed under 
some type of financial obligations. Thus we find 
that in the publie utility field, as in the railroad 
field, many types of securities have peon created and 
exist to-day as a direct result of cireumstan 
necessity. 7 

It is true that a tew poA n undert 
of earlier days were throug 
issue of capital stocks. 
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number of electric lighting companies in the large 


cities like New York, Brookiya, Detroit, and Bos- 
ton. These companies, even twenty-five years ago, 
were financing their needs mainly through issues of 
tock and only occasionally put out mortgage obliga- 
tions of any kind. The result of this policy is 
shown in their condition to-day. These large com- 
panies are outstanding as concerns which are bur- 
dened with relatively small fixed charges and in most 
pases they have a their stockholders with 


With the een stabilization of the Satake: 
however, the tendency towards stock financing has 
grown with great rapidity. To-day the best of the 
publi utility operating companies in the fields of 
re electric light and power are a“ more and 


more oe cia alia issue of sings a 


rn California Edison jase the se dato Light 
vompany, the Detroit Edison Company, the Edison 
Electric Illuminating Company of Boston, and 
numerous smaller aye 
Wh larger field of public util- 
ups rey resented d by holding o or mana ging com- 


re more mary more ten ling t 
aia ee asa ` ey need new capital for extensions 
or improvements, rather than issue additional 
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amounts of bonds even when they would find it an 
easy matter to float fixed interest-bearing securities. 

There are several sound reasons why public utility 
stock investments have been placed on the market 
so successfully during the past. few years. In the 
first place, the more seasoned and stabilized condi- 
tion of the industry as a whole has created a great 
deal more confidence regarding its future success 
than formerly existed. The demonstrated stability 
of earning power of sound public utility propamacte 
during the war years and those i immediately suc- 
ceeding has awakened the public mind to the fact 
that these companies are carrying on essential in- 
dustries which are practically certain to continue 
in their present form or become even more stable 
as the years go on. 

Another reason why public utility stocks have 
come to the front so strongly i is that farseeing man- 
agements have been recognizing the great value of 
having employees and Ronee become part own- 
ers in the companies. Persistent selling and educa- 
tional campaigns have ha amel on for some years 
among the actual consumers of public utility ae 
ucts and these campaigns have beer essi 
in educating the publie that a new source for ‘the 
permanent investment of capital has been found at 
the doors, as it were, of the companies themsel 
As an illustration of this, ae ssa a El 
Company and other Califo 0 MIES 
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among their permanent common and preferred stock- 
holders many thousands of their consumers and this 
situation has developed all along the line with the 
greatest and most efficient organizations. Beyond 
this , the growth of employee-ownership has reached 
remarkable proportions in many sections of 
th States. 
. But tl he aakh of lenn utility stocks, esp 
preferred grown with the times 
ing proportion of 
W.: ing 5 inventors and 
are arier aai pea sec small 
non mina tions. Iti is isi to select a erin y 


tions, but the field is practics ally 1 mlimi 
urchase >of stocks the denomination of which i in no 


To 0 judge public utility stocks one must, of course. 
give special attention not merely to the general 
ieee ahaa of the company, but to the char- 

p s management ; and its managerial policy. 
i 1 arias stockholder. 
ms sg a and curren 


PICKING PUBLIC UTILIT 


In the earlier days ot public utilities, it was 
thought that the best asset of the typical company 
was its franchise. At that time mortgages were often 
issued directly on the more or less intangible fran- 
chise value and were regarded as good investments, 
mainly on the theory that the franchise would con- 
tinuously become more valuable as the company 
grew and that in any event it would always be 
worth much more than the physical property. 

But in recent years it has been pretty well dem- 

onstrated that franchises in themselves are often 
of little or no value, and sometimes their terms are 
such as to make them develop into distinct liabili- 
ties. Take, for example, the case of the Interbor- 
ough Rapid Transit Company of New York City. 
The contracts and franchises under which it operates 
were twenty years ago thought to be of unlimited 
value. To-day they are a great menace to the com- 
pany and have resulted in almost wrecking the 
property during the past eight or ten years. 
terms of the franchise limiting the rates which 
the company was guaranteed have resulted disas 
trously in these days of high operating costs. 

Therefore, in examining a a utility property 
nowadays, the more indeterminate > and limited the 
franchise is, the better it often may prove for the 
security holders. The real point to be considered 
is, not the franchise, but the A of me SA 
to satisfy its public through efficient ope 
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the supplying of good service. Where a public 


y lightin shing its public with 
superior service, í ne hears very little agitation re- 


varding the injustice of rates, or the monopolistic 
cha cter of the business which is being carried on. 
i It is, of f 


agitati 
small 

CY 
> 


| on the ossible 


urning 


En es the industry is 
| pec nore stable and as efficiency is developi 

| in the service rendered. i i 
i it therefore seems to me that, from the present 
|8 andpoint at least, the man who is over-concerned 
R Aa the political dangers of investing in pub- 
| lie utility issues, is tending to borrow trouble. Of 
course, there are exceptions, but as a whole the 


langers of effective agitation in favor of public 
sa aai . We have had many disas 
r during the past ten years demon- 
cn MINE e economic unsoundnes + | n 

of utilities of this iness of the operation 


ock issues, 

several diff 

e are the companies whose 
supplying gas in munici 
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light or heat. Second, there are those companie 

which exclusively supply electric light and electric 
power in cities, towns and other concentrated cen- 
ters of population. Third. there are those com- 
panies which confine their work to hydroelectric de- 
velopment, involving the supplying of electric power 
for several purposes — lighting, water and electric 
power for traction companies and other purposes. 
Fourth, there are the electric traction concerns them- 
selves, which furnish electric railway service in the 
cities, the suburbs, and through the operation of 
interurban lines, some of which secure their power 
from other companies and some of which have their 
own power plants. Fifth, there are the companies 
which exclusively supply water to municipalities. 
And then we have, finally, the telephone and tele- 
graph companies which confine themselves to their 
own particular product. 

These classifications, of course, can be applied 
only to specific companies which concentrate wholly 
in these several fields. In the great majority of 
eases the public utility companies whose securities 
come on the markets do more than supply one of 
these types of service. While there are outstand- 
ing instances of gas supply companies, such as the 
Peoples Gas Light & Coke Company of Chicago, it 
will be found that most of the larger gas companies 

nso lated Gas CoO 


New York, while vet qin all the gas 
light t and heat in Manhattan Island and certain 
arts of the city, also owns the New York 
Edison Company from which its income is far greater 


than it is from the gas business. Thus any in- 
vestor who puts his money into Consolidated Gas 
h is really investing more in the electric light 
and power industry than he is in the gas industry, 
This situation exists all over the country. One 
urchase stock of the Commonwealth Electric 
Com pany of Chicago and his investment will be in 
electric light and power ey. This would 
be also the case if he purchases Phila adelphia Elee- 
tric Company stock. But if he invests in stock of 
e Pacific Gas & Electric Company, he is not only 
investor in gas and electric light and traction 
ice but he is even more an investor in one of the 

| largest and most successful hydroel 

| cerns in the United States. 

| This general diversification throughout different 
E types of aes utility activities is, of course, more 
mm outstanding when one invests in the obligations or 


oo stock issues of the so-called holding or managing 


— If one purchases stock of the Electric 
Bo hare Company, for example, one immedi- 

an investor in gas, electric light and 
i lectrice traction and PE power 
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countries. One’s interest in this case is nee up ¥ with 
the success of companies like the American 

& Light Company, the Lehigh Power Securities es 
Corporation, the American Gas & piles Company 
and other concerns which t themselves control agi 
ing plants throughout the Ame rican continent. So 
in determining on the wisdom of an investment in 
Electric Bond & Share Company stock, one would 
naturally examine not only the financial exhibits 
and record of this company itself, hos also the 
financial exhibits and records of the Americar 

& Light Company, eae Haagen Gas & Electric 

company and other holding companies 

P with it, and then go still fher snd 
examine the exhibits of the actual operating 
companies which are controlled directly or indi- 
rect] 

It is only in this way, by following through the 
maze of underlying or overlapping acti vities in this 
greatly diversified public utility field, that one can 
satisfactorily analyze the position of the securities 
in lee one invents. 


ating phe is often 
toc kl pew man to ia 


the controlling corporation as he needs to give atten- 
tion to the character of his mortgage. But the 
stock investor, who is in reality a partner in the 

gigantic enterprise, is necessarily interested 
in the proposition as a whole. 


| years ago. We find issues which have pref- 

| erence as to assets and as to dividends, limited to 6 
| per cent. or 7 per cent. as the case may be; others 
| having prior claim on certain dividends but sharing 


| with the common stocks in additional diy 

| when such are earned; still others carrying 

4 portant convertible privileges, giving the holder the 
right, in some cases, to convert his issue into com- 

| mon stock or to convert his stock into bonds. These 

| various options which have been attached to modern 

į public utility preferred stocks have, of course, in 

‘most cases been created as a result of necessity or 


ed which gave the 
ods, to convert into 
@ con- 

blic who 


went up, the bond would go up also 
holder would have a chance to reap the same 
as the stockholder without running the stockholder’s 
risks as to principal. PS 
This theory is sound enough, the only lifficulty 
being that it seldom works out very satisfactorily. 
It is only in rare cases that a convertible preferred 
stock gets much benefit from an 
the value and income of the commo k isst 
for in the majority of cases the company with high 
credit and large current earning power does not find 
it necessary to offer special inducements to sell its 
securities. It is able to command all the capital it 
wants on a purely business basis and, therefore, if 
it puts out a preferred stock, it does not offer any 


if there is one, should be rege 


eidental. The investor's main ` m 
ways be to consider first the mtrinsic 


the stock itself the company is overcapi- 
seal as a prior liabilities or not; whether its 
demonstrated earning power and plainly visible 

rospects _for the future justify the investment. 


ef ging 
ions in its rata the poa daiiation 
copra ; and, liga 


portant points, he | is in a , position to pane the 

proble m as to whether it is the time for him to 

sg and whether the yield which he is to receive 
reasonable and satisfactory. 


Tn the field of public utility common stocks, the 
sp lative » element, of course, = a ou more 


e are a gaas ae of really hi igh 

le and seaso oned common stocks in this field whieh 

resented a splendid record as high grade in- 

vestments and have returned to their owners steady 
| sul = sett in oms r inereasi 


Electric Illuminating Company of Bo son? T vese 
are not speculative issues. They are not trad an 
for profit from day to day to any great saa ut 
have proven very lucrative things for the mode 
up-to-date investor to have in his strong box. 


CHAPTER VIIL 


SELECTING INDUSTRIAL ISSUES 


BE STING in stocks and bonds of industrial 
f A enterprises involves many questions which do 
| not require so much consideration in more defin 

€ fied fields, such as the public utilities and 
| roads. As generally understood in W 
} an industrial security is an obligation of any kind 


cing or distributing concern which is not a 
steam railroad or a public utility. It will thus be 
seen that the title itself has a very broad meaning 
3 ras pipen s0 sega i of productive activities 
| ) 7 general rules for analysis can 
| peat ysis can be safely 
| a outstanding types of industrial corporations, 

ie cy ties of which are known generally in the 
r tepid ap the great steel and iron pro- 
and manufacturing companies, the many 


pa and distribution, the many great petro- 
um producers, the companies identified with the 


tions, the many concerns whose activities are con- 
fned to the textile industries, the paper and pulp 
manufacturers and distributors, and an unlimited 
number of other concerns which carry on the trade 
and commerce of the nation. Included in the gen- 
eral industrial classification are distributing and 
transportation concerns, the great 1 ail order houses, 
steamship companies, and other activities of this 
type. 

To consider this great maze of corporate activity 
as a whole, and to judge the value and desirability 
of its securities, it is necessary, first of all, to give 
special attention to the individual characteristics of 
each corporation. One cannot generalize as in the 
case of a uniform group of industries like the rail- 
roads. It is utterly foolish to compare the methods, 
the markets or the general financial exhibits of a 
chain store company with a copper producing cor- 
poration. It would be absurd to put the same tests 
to the stock issue of a moving picture concern that 
one would put to the stock issue of a company 
manufacturing cotton goods in New England. 

But in spite of the miscellaneous character of 
the many producing activities classified as indus- 
trials, there are certain fundamental methods 
whereby one can, with great safety, judge as to the 
worth and value of their obligations. It is an old 
saying that the proof of the pudding is in the 


> eat- 
ing, and this applies with great force to all business 


: oe r fact ‘ahh ates seat in the out- 
look for any particular business, and thus the in- 
vestor r will always, as a first test for an industrial 
carefully consider the results already ob- 
tai nad. Let us, to bring this thought Beasts out, 
examine the record of the United States Steel Cor- 
poration. Here is a company successfully making 
profits, through good times and bad, by the produc- 
tion and distribution of essential commodities with- 
out which modern civilization could not go on. Th 
business is a competitive one to a large degree, but 
the main secret of success for this corporation has 
been its development of modern and efficient pro- 


icing g methods and its consolidation of | producing 


1 Corporation, hick was 
| outgrowth el ahmi and experience in ear- 
| lier days, so dominates the steel and iron industry 
$ that only a disastrous change in its managerial poli- 
f cies could dislodge it as one of the grea 
embedded enterprises of the country. 
iis Sted Corporation does everything in the gen- 
eral proi manufacture of steel products. It 
from which it secures its iron ore. It 
Is reg oe y which trans- 


won materials, Da it aa i Sat reachi 
for the distribution and sal 
aoe It is so organized that it can distribute its 
products to any part of the world in competition 
thers. 
er many of the industrial So which 
exist to-day, the United States Steel Corpo 
was originally very heavily over-capitalized. But 
because of the type nf management which has pre- 
yailed and the far-sighted policy of its owners, its 
securities today all stand on a high investment 
comm non stock has chang 
He | le scades, from an uncertain specu: 
lation to a “high grade ‘investment. The person who 
to-day contemplates placing funds in the pone of 
the United States Steel Corporation is hig hl - 
tected in practically every way by the record 
has been shown and by the current condition of the 
corporation. The assets back of the outstar ding 
securities have been p to pae aia 


lesser degree. Tt o can aa pasi 

an examination of past records a é 
ditions, which steel com 
of attention iy the investor 6 


ere are those companies which suffer severely dur- 
ing sg periods of peace and whose financial or other 
resources are not great enough to snabi them to go 
through a period of reaction. Such companies, it 
will be found, suffer either because of the specialized 
haracter ot their business, the limited features of 
arkets , or hie of less efficient and less 


ries ey see on ae hand the prims y € 
ccess or failure. We might take, for e pie: 
automobile industry. Considered as a hae ihe 
has been no industry in the United States in modern 
pin es pady o has ao yrs es expansi 


i steady ady increase in its use aor the masses ‘chronghout 
a e ot And yet, pee many as a whole 
se larger Asn more stable 


out the aa companies ree present a long 
record of success and those companies which have 
prs failed to make good or are constantly in a 
ie bre condition. The test is in the record , and 
i rec ords of the successful companies, 
2 . brought about by 

ement. Automobile 

aratively new 
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industry, and the former generation riais nothing 
about it. Consequently the last twenty years have 
been a period of experiment to a very leie extent. 
The successful automobile companies have not nec- 
essarily had the advantages of superior financial 
backing, as some of the most outstanding successes 
have started from practically nothing but a an idea. 
The Ford Motor Con apany, the most successful or- 
ganization of its type in the world, started business 
practically without a dollar. And yet to-day it is 
richer than any other concern of its size in the world. 
The secret of success has always been tied very 
closely to its C policy. 

If we turn to other typical industries, s such as, for 
example, the mail order concerns or the great chain 
store companies, we will again find that the out- 
standing factor has been superior management in the 
sase of those which have succeed 
is no monopoly in a mail order or chain store busi- 
ness or any similar type of e enterprise. And yet some 
companies have made vast fortunes while others 
have fallen by the wayside. The success of great 
concerns like the Woolworth Company or Montgom- 
ery Ward & Company - has been due, once more, 
to the wisdom and far-sighted methods of the 
managers. 


This is true of businesses engaged in the manufac- 
ture of textiles, of leather goods, and of many other 
types of manufactures. Variations in demand and 
supply, and the expansion or limitation of markets, 
. affect such industries very vitally. Consequently, 
| the element of stability is never so great as in the 
' ease of enterprises not so affected. 

During the severe depression of 1920 and 1921 
an enormous number of representative industrial 
corporations of the country suffered so severely in 
their earning power and financial condition that their 
securities declined precipitately and vast losses were 


ineurred by the holders. This was a fact, not only 


poorly managed companies, but also with many 
which had enjoyed the best of management and had 
shown great efficiency in the production or distribu- 
tion of their goods. But even in this connection we 
will find, on an examination of records, that man- 


rial policy had a great deal to do with their 


agement involves not only ability to 
roods successfully and effi- 

» sound methods of financing and 

ht regarding trade conditions. The 

meerns which have suffered the 

e period of depression were those whose 
ments misjudged . and allowed 
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themselves in the matter of liabilities. The concerns 
which foresaw the danger ahead weathered the storm 
for the most part far more successfully than did the 
others. 

From what I have said it will be seen that, as a 
class, the securities of industrial companies are not 
to be looked upon as being on so stabilized a plane 
as are securities of publie utility corporations or of 
steam railroads, and the market prices and general 
reputation of such issues bear out this fact. An 
industrial bond, well secured by a good mortgage, 
with a large margin of safety in earnings and high 
asset value, will generally sell in the markets lower 
than a similar bond with equal general security on 
a public utility property or a steam railroad. The 
same fact applies to most industrial stocks. The 
investment risk is almost always greater, and there- 
fore the yield to the investor must necessarily be 
higher to compensate for this risk. 

But because the element of stability in industrial 
enterprises is not so outstanding as in certain other 
fields, it is not to be assumed that there are no really 
high class investment bonds or stocks in the indus- 
trial field. The markets are full of attractive and 
seasoned industrial issues, and all investors who 
wish to diversify their investment capital intelli- 
gently should place at least a portion of their 
funds in well tested and strongly protected indus- 
trial securities. 


The field for bond investment among industrials 
is far more limited than that of stock investment. 
While there are many industrial concerns with bond 
issues outstanding, the supply of such issues is rel- 
atively limited. This is largely due, of course, to 
the fact that the industrial activities of the country 
have only been converted into large units and into 
corporate forms within the last gen 

rtain outstanding concerns have been the outcome 
of consolidations in the past, the majority of them 
have not, and have simply grown up in size with 
the general expansion of production and of consum- 
ing demand. The chain store companies have all of 
them grown from a single unit. Most of the automo- 
bile manufacturing companies have grown in this 
way, and while the outstanding steel and iron con- 
cerns are partly the outgrowth of consolidations, yet 

ese consolidations have not been numerous and the 
taken in have always been limited in number. 

his ; contrast with the development 
whicl has be taking place in public utilities and 
steam rai many years past. Consequently, 
an industrial company of the typical order may have 
at tanding only one or two bond issues, whereas 

l ad or public utility of the same size might 


But in the limited rial þo 


s 


nating buyer. 
course, always the most seaso 
best mortgage protection and with a high 
age of earning power back of them. A bond like 
United States Steel Corporation 5s is, so far as 
security is concerned, as high grade as one could 
wish, and its price quite reflects this fact. Other 
issues, however, are plentiful which generally yield 
more than the current rate of interest, sometimes 
offer very distinct bargains, and at the same time 
are as strongly protected as any railroad bond. 
But naturally the industrial bond which is an obli- 
gation of a company whose record has demonstrated 
special stability, is always to be preferred to one 
which has not been uniformly protected in this way. 


Many industrial bonds have special mortgage secur- 
ity which gives.them unusual stren gth. Such issues 
will stand up well even in periods emely poor 
business. For example, a bond Ari 
pany Real Estate 43s will 
ment position because of the great 
estate on which it is secured, whereas another bond 
in the same type of industry, like Wilson & Com- 
pany First 6s, is immediately affected by a bad busi- 
ness situation. It will be seen that one cannot over- 
emphasize the importance of careful analysis of 
every industrial mortgage that one contemplates 
purchasing. 

It is, of course, in the field of stock i 


trials offer the best = oceania There 
usands of industrial stock issues quoted in the 
madita of the United States and nearly all of them 
have some element of speculative value as well as 
of investment worth. Confining our discussion pri- 
marily to those with real investment worth, it is 
ble to point out the types of issues which should 
given favorable consideration. 
F Among the best known industrial preferred s 
| which, through long periods of time, pet proved 
i their worth and steadily developed in investment 
| stability, are outstanding issues like the American 
| Car & Foundry preferred, American Brake Shoe & 
} sprit preferred, United States Steel preferred, 
| Bethlehem Steel preferred, Railway Steel Spring 
rred, and Corn Products preferred. These are 
| all imues which were created many years ago and 
| which, at their inception, appeared to carry serious 
l spaniel elen tonie But through a long record 
ccessful management during both good times 
: ese issues chavs steadily grown in invest- 
i ndai strength and have now for many years been 
classified as oe igh 
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stocks or plain stock issues. This, of course, is also 
the field of speculative issues, but the type of com- 
mon stocks which can be classified as primarily 
investment propositions are aiy distinguished by 
a careful examination of the enterprises themselves 
and by the past records and current policies. 

Probably it would be hard to find many more 
satisfactory and better investments than industrial 
stocks like General Electric, Pullman Company, 
American Car & Foundry Company common or the 
F. W. Woolworth Company. This could not always 
be said of these issues for all of them in their early 
days were speculations and not investments. But 
in each case they have, through the processes of time 
and experience, s0 changed in characteristics and 
have come to be so highly protected by assets and 
earning power, that they can now only be classified 
as high grade investments. Of course, this improve- 
ment in the quality of t these issues has been reflected 
largely in the increases s in the market prices. These 
increases in price ane been due par tly to ere 
intrinsic worth, but even more due to increasec 
dend returns. A stock like General Electric, selling 
at a high premium nowadays, shows a very satis- 
factory return on the money to the investor and 
offers the added inducement that still larg 
dends may be a in the future. 

The shove are types of the prem 


s desirability 7 or DERETA Hun- 

red ues could be cated which are more in 

the raien than in the speculative class. Many 

such are at times unusual bargains for the discrim- 

inating buyer. (Of course, as in the case of practi- 

securities except those of the very highest 

trial stocks fluctuate in price in accord- 

ICE changing business conditions. A stock 

like United States Steel common, for example, may 

ecline twenty-five points in a year of depression 

and rise fully as much or more in a year of prosper- 

ity. And yet, its intrinsic or asset value may all 
the time be steadily increasing, 

It must be emphasized, therefore, that the prob- 

oo = af eae money in all industrial common 

ocks, in m many r preferred i issues, and in some bonds 

ecessary that the investor give unusual 

erage to the broad fundamental factors, such as 

general business cycle, the effects of | political 

changes, the ebb and flow of trade and of p prosperity 

ression, More than any other class, jadagaal 

urities a the trend of business conditions. 

| quently, a man may safely select in- 

securities at any time for the purpose of 

| | sit r at work at a definite re- 

1 unusual opportunities for 

issues on a favorable level and at 

a r provided he gives full m iiai 

attention to the general factors mentioned 
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In a later chapter I shall elaborate the ad 
tages of an investment policy which gives meot 
weight to the influences of the business cycle and 
will show how important this side of the question 
is for every investor in industrial securities. 


CHAPTER IX 
SELECTING PUBLIC SECURITIES 


mA HE term “ public securities ” embraces what 
| A are more o clumsily designated as “ government 
d and municipal obligations.” This includes all pub- 
| lic debts, in any form, of nations, states, counties, 
| cities, towns and villages or other civil divisions. 
| One of the most outstanding facts of modern civ- 
f ilization has been the tremendous expansion in the 
| creation of civil obligations of one sort or another. 
erage s observer not familiar with general 

, crease in government debts, brought 
uring the last ten years as a result of the 
pears to account for most of the 

h in public indebtedness. But this is only 
h part ally true. During the same period of ten years, 
uring which the civilized world has been plunging 
into war debts, a ady expansion has taken place in 
standing obligations of all minor civil divi- 

hout i United States and in all A 


of ten billions of dollars, as compared wi 
a third of this amount only twenty years 

The growth in the number and amount of muni- 
cipal debts has logically kept pace with the growth 
of the country in wealth and population, and with 
the constant development of modern methods for 
maintaining and improving the general standard of 
living of the panpe, New needs are constantly de- 
manding new expenditures in all sections of the 
country. For instance, the introduction = general 
use of the automobile have created an insistent de- 
mand for good roads in every state. Roads cannot 
be built without the expenditure of money, and this 
money, for the most part, can only be obtained by 
the creation of bond issues by the states, counties, 
cities and towns. This one development, therefore, 
has had considerable to do with the paee 
in volume of public obliga past 
decade. | 

Moreover, the tendency of the times ha 
where been in the direction of introducing improve- 
` ments and modernizing public property in the towns, 
cities, and rural districts. There has been an insist- 
ent demand, with increasing wealth in the United 
States, for better publie buildings, better schools, 
better water supply and sewerage systems, better 
pavements, more and better — and playgrounds. 
These things have mad ary fc esl munici- 
palities to spend far more mone than ever perore 


living and heavy taxes, the capitalist and the i in- 
estor persistently turn, so far as possible, to qu: 
ters hae the tax burden may be lightened. Under 
À the laws of the states and of the nation, municipal 
r gE sof all kinds, unless specifically excepted, 
irely exempt from all taxation. Consequently 
even in ie days of greatest need during the war, 
the Federal government could not levy taxes on the 
obligations of nst or | their aa aa orap nor on the 


ormal pem which developed during 
years y therefore, naturally served greatly to 
en the market for the sale of municipal secur 
ies, This acted as an incentive for municipalities 
eral to spend money rapidly in all sorts of 
improvements. 


Another icipal d which has aa tended to in- 


d | with ala days. The limit to the 
ities is based, for the most part, 
valuations of all poer e aua ced 
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pansion in debt limits and this pa aor up the 
possibility for greatly sige eased iss 
study municip 
ee the Taveuni standpoint, one nee 
employs quite different m methods than Mer be tl A 
case in analyzing corporation securities of any kin : 
Municipal bonds are not mortgages P mey are no 
ari for their strength on earning eae 
operating results; and their position not de- 
case of corporation securities, on the 
effects of competition or the condition of markets. 
But municipal securities have a bulwark of 
strength in the fact that they are, in effect, a ia 
and first lien on the entire wealth and resources ot 
every community EA cases where there is 
some specified restriction In brief, they are pro- 
tected by the taxing pora of the state. The state 
or civil division is the supreme power in its partic- 
ular locality, and taxes are always a first charge 
against all the citizens of a community and all the 
; taxable property in that commun nity. conen an y 
the municipal obligation receives its strengt! : 
rectly from society, as taxes, being a first lien, mus 
be paid before anything else is paid. If a re . 
real property is not paid, the municipality or ats e 
can sell the property at auction for the purpose 0! 
collecting the unpaid taxes. as 
This is the outstanding pag anaes areal 


aiaa of the awa i 

| mmunity, its loca- 
tion, its percentage f of population growth and 
ai population, the types of industry which 
give it its permanence and stability, the general 
} = of its people, „the past and prodani 
N s lministration, the assessed 
| — of all property, the value of Boos 
di ectly owned by the municipality, the tax rates 
lev pas present, and the general 
trend of the ax rate. Every ie = re- 
quired w make an annual antan statement, ana 


ined by o mai who cala lat nin hi 
U! BS ] 
"avg the municipality. ü caning his 


c pe, further in considered all the points out- 


wks, for bons are sr ro pees 
, for construction of doak S e dred 
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of rivers, for fire department service, as well as to 
meet the costs of general administration. It is often 
the case that municipal bonds are issued for certain 
specific purposes and their general claim on the 
taxable revenue of the municipality may be specified 
or limited. It may be that the bond is issued for 
some directly productive purpose , such as the sup- 
plying of water, and the revenue from. this particular 
service may be allotted to the credit of the pone 
holders. On the other hand, bonds issued 
frankly for the purpose of covering expenses | 


litical administration, with no special protection. 


Consequently, there is frequently a variation in the 
investment quality of different bond issues of the 
same community. 

The municipal bond which has no special 
tion and is a simple _ obligation of a comm 
should always be what is known as @ ser 
or a bania protected by an active and substan 
sinking fund. In the g reat majority of i cases thi 
plan | is followed. The virtue of the serial plan or 
of the sinking fund lies in the fact that the principal 
of the bond is currently taken care of by tax reve- 
nues from year to year, and, while new obligations 
may be issued in its place, the investor continues to 
receive his principal or get added protection as the 


ma issue is being paid off. 


are infinitely better Inesen ‘than eae The 
primary differences are generally tied up with the 
ara teristies of the community itself and its geo- 
ocation. _ The ee of great cities 
te eS ' ERR or Chicago are 

AC wily on à stron er } e 
of amall cities. songer p pee iti app 
than those of villages or r towns. Those of vil- 
yes or towns are often more desirable than those 

ur ral Farra 


it comes to the neers py loca pearl The typical 


municipal obligation of an average munici 

age ipality in 
the states of New York or P iea is obviously 
bt fos oa most : vipa PA gs are aok than the 


aaeney fowm ds > population seth and of wealth 
rease are apparent, is more desirable than the ob- 
za of a town or city of equal size in a stagn 
z i aly or in a location _— prosperity an 


tax burden as much as possi 
area income taxes are nominal need not inary 
invest any great proportion of his Tunas in public 

securities. In fact, it will be. especially in modern 
times, a difficult task for him to fnd sound muni- 
cipal bonds which show him as liberal a yield as 
he can get in high grade, , well iepa corporation 
securities. To find attractive y yields, such investors 
must turn to the type of sag obligations which 

in these times are practically on a par, in the matter 
of taxability, with most corporation bonds them- 
selves. That is, he must go outside of his own 
country and buy the municipal obligations 3 of other 
countries. But when he does this he must £ aband: 
the motive which may actuate him to buy municipal 
issues: that is, to get the ben 
exempt features. For while most foreign govern- 
ments and municipal obligations are exempt from 
taxes in their respective countries, they are all sub- 
ject to taxation in America on practically the same 
basis as corporation bonds. 

The government bond investment field in this 

has assumed a importance in recent 

years eis of the large i crease in the debt of the 
United States. The great 
ing the war and the short t erm 
quently issued are distributed in the hands of mil 
lions of investors, large £ l A Bonds 
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o-day, but instead of follows a conservative policy of selection, be satisfie 


cg in iha class of tax-exempt eine most of i with a moderate return on his money and must not 


the Liberty issues, as a result of special war legisla- ordinarily give much weight to the question of pos- 
sible profit. Except in the field of weak or spec- 


| tion, are subject to taxation. The oniy fully ex- 
| empt Liberty issue is the First Liberty loan, created ulative municipal bonds, the market prices of the 
| in 1917. The other issues, while carrying some issues are governed almost wholly by general money Fou 


market conditions and the general trend of interest 
rates. In times of tight money, most municipal 
obligations will tend to decline in price just as other 
It i eer i high grade bonds do, and they will rise in times of 

is unnecessary, of course, to go deeply into the plentiful money supply. But the swing of prices 
| problem of examining the security of United States for municipal | bonds will generally be found to be 
| Government obligations. They are all secure and less than in the field of typical corporation bonds 


qualified tax-exempt features, are, for the most part, 
mubject to the same type of income taxation as 
corporation bonds, except to holders of very small 
amounts. 


btedly always will be secure. The only prob- of the various classes. 

| lem for the > investor in Liberty Bonds is to deter- i Tf an investor contemplates placi ing | 

iw th nin mself the question of market price and amount of money in American Sania ie 

} whether i is for him to buy or sell them at should, on general principles, diversi if y it not only 
ie. While for some time after the close : geographically and on the basis of population, but 


ye he war gihe Liberty i issues sold at heavy deine also into different types of issues. It is well to 
he are all quoted at premiums. These vast include, in any large list, some bonds of the short 
onns h blie and ti uuy absorbed by the in- term type, some’ of the serial type, and some of 
ves ting public, and the retirement policies of the longer maturity. It is well to select. obligations of 
ikea are steadily reducing the available several of the larger cities, of states or towns located 
cent. ie itt is wile gong that none of the 44 per in different parts of the country, and also to include 
issues r again te EPEE at a discount. at least a moderate amount of United States Gov- 
ernment obligations. 
Every investor, of course, must determin 


himself just what ake ra of his capital he is 
willin rer securities which, - un der 
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any conditions, will not be exceptionally lucrative 
from the revenue point of view. But for every man 
ho oney, there is no principle so sound 
as t t of placing at least a portion of his capital in 
place of absolute security. After all, it must never 
gotten that security of principal far transcends 
satisfactory income return. 
In connection with the issuing of public securities 
there has developed i in this country during the last 
w years, a great deal of agitation in favor of abol- 
ish hi ng the tax-exemption feature. This question has 
ught to the front because of the high in- 
come taxes which prevail nowadays. As already 
pointed out, the tendency of the average large in- 
vestor is to seek securities which are eae from 
taxation and thus pay less of his income to the 
government. _ It has been estimated that ere 


tion f feature. Further, the o tax-exemption feature 
has made it so easy rage municipality to 
sell its bonds at high prices that extravagance and 
wastefulness have been a 

A bill has bee ced in Congress favoring a 
th nstitutional amenc 
| xempt feature. All of the political parties 
ne rsing this program, but up to the 
ear Ren s evident that a cea 


= [m 
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are remote. As time goes on and the national in- 
come tax rates are further reduced, the chance for 
a constitutional amendment becomes steadil; 
poorer. It would, of course, be & constructive 
change and would ‘undoubtedly be more beneficial 
eg harmful to the country as a whole. But the 
likelihood of a change in the near future is so remote 
re it need not be taken seriously into consideration 
by the average investor. 

Of course, in the event of a constitutional change 
of this kind, the character of the municipal bond 
market would tend to change also . Municipal bonds 
would not be so distinctly in a í class by themselves 
as they are to-day, for they would come into com- 
petition much more directly, in the investment mar- 
kets, with corporation ape PEE than they now do. 

In addition to thet types securities Ta 
I have been discussin xist rtain 
obligations which might be classed 

in their characteristics. For example, the various 
eSa issued by the Federal Farm Loan Board 
and the Federal Joint Stock Land Banks are in- 
this class. While they are not directly guaranteed 


by the Federal Government, they have in effect, 


practically the same protection as government is- 
} that the dangers o ia 


sues. The laws are so framed 
default are reduced to a mini 
extraordinary situation would 
in a doubtful position. Furth 


Court has a decided that all the obligations of 
ari Board and of the Joint Stock Land 
striae are a fully exempt from Federal taxation. This 
exemption has made them appeal to that large class 
of the investing publie who are interested in curtail- 

ing their tax burdens. While it cannot be said that 
n Loan or Joint Stock Land Bank bonds are 

elassed with direct government obligations, 
a y Bonds, yet they all stand on a high 
| investment plane. 

In modern times, with the expansion of the 
United States outside of the continent, there have 
f come into existence a number of obligations of 
| American 1 dependencies. These bonds are, of course, 
| classed as public securities. viel the most 
part at are protected with the guaran 
or implied, of the United States Gavedunent aa 
pF of these colonial issues yield substantially 

rage income returns angie do many muni- 
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War r the aie of ral 


T)RIOR to the World 
F” ican investors in foreign KID 

was very limited indeed. Tt is true ‘that for many 
years a substantial amount of American capital had 
been invested in Canadian securities, both public 
issues and corporation issues. The outstanding 
American interest in Canadian corporate undertak- 


ings was in the securities of the £ =i rok o 


Railway Company. For many year 
this company had been a popular Am 
ment. Furthermore, an ever increasing am 
American capital was every year "going i into other 
enterprises in the Domini ' Canada and just be- 
fore the opening of the war interest was growing 
rapidly in the municipal and pe obligations 


of Dangi 


American ponies had k cone 
into that country, and by iosi d 


several hundred million dollars 
121 


, ied up in Mexico aliha through the 


ownership 0 ean Government bonds or in con- 
neotion aes the development of the railroads and 
ue oil and mining industries. Beyond these in- 
stances septal a amount of Amera capital 


saratively small i 
The > events ene a about gr the ee 


country in the world, Today ite can be peat a te 
merican capital in vast amounts is more or 
pet rmanently invested in all civilized countries. 
Not oniy have billions of American dollars gone into 
Europe, but enormous sums are now invested in 
South and Cen stral ree in Jepan and in most of 
the British Cok nada 
| over, the amount tof Aih capital now invested 
| in Canada is pronaoiy ten-fold what it was in 1913. 
; ky mill consi BAFA - seen that the subject of 


ma oe Am aioe ans 
dollará which are nc 
Toin tens of thousand | 


of the ambii that during the coming years a stead- 
ily increasing amount of American funds will seek 
foreign investment. 

It is roughly estimated to-day that, aside from 
the sums represented by the so-called Inter-allied 
debts, there are perhaps ten billions of dollars 
American capital or credits invested permanently or 
temporarily in foreign lands. The best judges of 
the present situation predict that this amount is 
likely to be doubled within the next decade. 

To approach the study of foreign investments one 
must begin by classifying them into several differ- 
ent types. To begin with, there are the obligations 
of governments, municipalities and other civil di- 
visions. Then there are the obligations of foreign 
inate industrial corporations and other enter- 
prises. These foreign obligations are cla ssified i into 
two distinct types — external loans erT 
loans. There is a great . fundamental difference ie 
tween the two. An external loan is an obligation 
of a government or other civil division or perhaps 
of a corporation which is issued, usually, in the 
monetary denomination of the foreign country 1 in 
which the bonds are sold. In brief, it represents 
money borrowed outside the borders of a given 
country. Consequently the funds secured by ex- 
ternal loans always come from the people of some 
other nation. 

Internal loans, on 


overnments or corporations which represent bor- 

owings Toi their own Pe The funds raised 

by an internal loan are supposed to be provided by 
the nents itself and, of i course, the settlement of 
Y directly at home with the citi- 


The pare, a of external loans, however, is a 
ma ion Ss is ging) far more ene Both 
terest and prin oans must be ex- 


as a wil Thus from the standpoint of the nation 
rai it is always much better for the government 
aise its funds internally rather than externally. 
And x i prior to the war practically every country of 
grea ised its funds by the 
station _ of loans among its own citizens. It was 
the case of mie newer or smaller countries 
where capital was scarce and where outside funds 
were urgently needed, that there existed any great 
amount of Sia debts. 


had always found it nec- 
tal 1 abroad for the 


But the older nations of Europe, as well as the 
United States, had no external debts worth mention- 
ing prior to 1914, For many years Great Britain, 
France, Germany, Italy and the Scandinavian coun- 
tries had all found it a very simple matter to finance 
their own needs practically without any outside 
borrowings. 

As the records show, prior to 1914 most of these 


countries were able to borrow money from their own 
aging some- 


citizens at very low rates of interest, averag 
thing like 24 per cent. to 3 per cent. Inde 1 
Britain thirty years ago was able to borrow imm 
sums in London on long term obligati | 
a rate as 2 per cent., and in 1913 she did not have to 
pay very much more. 1 1912 and 1913 France, 
eS Holland, Denmar ger munici- 
palities | in these countries, were all able 1 to finan 
lor jnterest rile 
But within the past decade | 
course, radically changed. 4h reed 
these European nations to seek capital sid | credit 
outside their borders and as the conflict went on and 
their needs became more urgent, } large 
external loans were floated. Ge rmany and Austria 
large nations which found it diffie 
tside acres Great 


ad mih ane t rapidity. These debts 
ily stil creased during the 
; "following the close of the war, so that 
to-day the external obligations of almost every 
oue in Europe a amount o enormous sums and 


status of South ae seine and other 
, oa: were not directly involved i in the ¢ con- 
flict. For generations South Americ: ugh 
capital from Europe, but the war naturally cut this 
source of supply off very sharply. Thus was the 
South American market opened for the United 
ange and the bulk of the South American external 

nan uring the war and since the war, has 
b en n done i in n the United States. Consequently we 
find to-day that the A 


American investing public, in- 
l of having perhaps 99 per cent. of its investment 
pital tied up in ce enterprises and obliga- 

is to-day interested to the extent of fabulous 

airs of x other nations. 

American interest is not confined to ex- 
ment obligations alone. The needs of 
and of joules organisations in Eu- 


=e * 
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f Am i 
Moreover, & substantial number 0 
en during the war and since the war, placed as 
in the internal obligations of other countries. 
motive for doing this has, of course, been primarily 


in many instances has ended. disas- 
speculative and in y are iR 


he pres 
trously. But nevertheless at t 
substantial sums are tied up in internal bond seeps 
of European and other foreign api and m 
European producing enterprises 1m gene 

he fact should be emphasized that or mre 

IOT 18 aim +c 
in an external bond of a foreign country 
invariably a better srvestmenst than an — 
bond. Practically all o the external en w = 
have been sold to Americans are re what are : "a 
dollar bonds. That | is, they are issued in t pal p 
of United States currency and isp e an 


— are i in gold 
pity external paler of the French R epi 
were sold in this country in 1920. Lhe 


a full external obligation of the aa! po 
ment. Both principal and interest, as well T 
ing fund, are payable in New Yo ki in ur pris 
gold coin and the French Government ag s ge os 
the necessary funds in the hands of J. : 0 = : 
& Company in New York for nr mee apa 
obligation as it falls due. This makes it, in e 

an 1 American loan, and the market 


ressed in dollars, it is not affecte 


: value of ine 


On Hh other hand, a French internal loan, which 
i ressed in French franes, fluctuates in value, 
from merican standpoint, with the changes in 
llar pri of French francs. To the ona 
man inks in francs and who measures all 
s in fran h internal loan : may ap- 
J? ji remain at about the same p And SO 
$ far as he is concerned, it makes slight differe 
| him what price the bonds are quoted i in alin 
| The cost of living in France is measured in francs, 
| and, of course, fluctuates with the changing value 
| of the franc. But if the franc is fairly well stabil- 
Ș ized around a given value as it has recently been 
a the price of his internal bond, in terms of francs, 
| will not fluctuate very much. Any change in price 
l be m ainly due to demand and supply, to the 
rrent interest rate and to the general credit trend 
i of the government itself. 
| It will be s see en, A that while an in- 


v different when looked i at from the soar a 
an —— such as an Ameri can. = these days 
the A: an ys F int RER bonds is, 
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lar obliga 
loaning money on & dollar oblig gos 
ment which he believes is strong a easil 
take care of that obligation. l 

This situation applies all along the line and while 
there are many internal obligations of many nations 
which can be classified as high grade investments 
from the petam P E this is not to-day so 
true of the internal issues of the war-ridden nations 
of Europe nor of any new or weaker nations ema 
most of the South American Republics or the Far 
Eastern countries. Such issues are oni | always 
more of a speculation than an 1 investment. 

Of course, when we turn to the internal loans - 
a powerful nation like iea Britain, we must aii 
at once that they are practically r- all in the invest 
ment class and this is also true of most of the gov- 
ernmental or provincial oblig ners of t the | Do minion 
of Canada. While for a time ritish credi 
seriously injured by the events of the war, ae 
aa has now recovered her financial position . : 
largely restored her strength. Thus we e ye 
British governmental issues are to-day sp : ee 
London market at high and improving figures 
are likely so to continue. S F 

Of course, the situation with pAr SE sei geg 
Bel and Italy is not nearly so tavora ese 
ioi were obli liged to inflate their a 
heavily spins “a after = bare “oly 
nearly so far and wise a fine policy as a 


om in. TI ranc is to-day worth 
} ut “25 per ap of its pre-war value, as 
1 by the dollar, while the Italian lira is 
rth only about 20 per cent. of its pre-war value. 
Whether these currencies will ever be restored to 
their old gold values i is a grave question. It is more 
likely that there will be a devaluation i in time and 
that the par values of these currencies will be placed 
at lower : figures. Of course, if this anena the i in- 
ternal debts of these countries would also be equally 
deflated as measured in the American dollar. 
Because of the uncertainties of the currency sit- 
3 many y foreign countries, it is by all 
for American investors to confine them- 


hances ed the 
king policy of the nations themselves. 


01 bonds they ar are e not taking any cl 


r are ize into a foreign loan which is certain, 
if the world i is to go on at all, to be taken care of 
in preference to internal debts. 

es argas of the civilized world for the past two 
und ret d trates the fact that external 


arges > of. This, of 
has not applied to all new countries or to 
grade civilization. E But it has RE 


SELECTING FOREIGN INVESTMENT S 
standard of intelligence and education have pre- 
vailed. | 
The situation has been natural enough. No na- 
tion of importance can maintain its standing and 
credit with other nations and progress unless it takes 
eare of its foreign debts. Consequently, meeting 
foreign obligations is always the first thought of 
statesmen in every land. Where this is not d at 
no progress can be made in restorin g f rac 
or building up credit. An outstan ding ex 
these days is that of Mexico. Mexico defaulted dur- 
ing her last revolutionary peri eriod on all of her foreign 


debts, but her kii move, when her government 
reanized, was to work out plans 


obligations, for it is only 


in on way ‘that she can regain her standing with 
secure & , renewal of 


the world, carry on trade and s 
credit. And pile we see at the present time the 
greatest problem i in connection with thet regeneration 
of Russia is the question of her reassuming her for- 
eign debts and anion side means 
ing them during the future y 

Tt j is aA to emphasize certain of | the pri- 
mary | factors to be borne in mind in investing wari 
in foreign securities. I think that every investor 


ereat majority of 
preference in = ty 
N give } ks i rather than internal debts. H 


ously strong enough to take care of it regardless o 
unexpected events, All avternal bonds are net 
nied good; they vary in quality like any other 
Y nds, 
yield and general desirability. In these days foreign 
obligations, especially those of Europe, respond 
pretty drey j in price to special influences which 
would not obtain í in more normal times. 

The market for most foreign bonds in the United 
States has drdd primarily among the group of 
investors who are attracted by a large income return 
and are generally willing to take certain chances 
vad hgh more conservative buenatoe would not 


en i invested in ant bonds by eio or 
semi-speculators. Yields of 8 per cent. or 10 per 
cent. appeal strongly to such people, as do the broad 
fiestintiona i in market prices. During the past five 
| years there have undoubtedly been large sums mad 
-g well as lost by people who have bought and sold 


At the present ine: however, while the specula- 
tive To in how ae is still an outstanding char- 
acterist: ign issues as a whole are slowly becom- 
ing more sta abilized an sequently the sig 


and, of course, they vary greatly in income 


covery in all parts of the European Ci The 
condition of the masses of the people, their standard 
of living and general stability, are, of course, the 
most important fundamental factors with any na- 
tion. If improvement is going on and if the pros- 
pects for peace and stability are good, ea credit of 


that nation is certain to be maintained or to im- 


prove. 

At the present time, in view of all the circum- 
stances, it appears safe to express the opinion that 
during the coming ten years at least there will de- 


velop a further general im provement in European 


eredit. As producing activities and wealth creation 
1d more be able 


increase, foreign nations will more an 
lation and restore their credit. This 


to eliminate infla 
tendency is bound to be reflected by better and more 


— markets for foreign = 
standing ened in 1 Europe to pay 
per soak for American capital, the prosp 
during the coming few years the rate necessary will 
hover more closely around 6 per cent. Five to ten 
years hence, many of these high interest-bearing 
foreign loans may be refunded around 5 per cent. 
and the countries of best credit will again be able, 
as before the war, to borrow money at low interest 
i reas ng amount of it will com f 


cit into f “foreign 1 aref 

th best issues is to be vealires aie ae 
Á the highest eat European issues, outside of Great 
| Britain, are, at present, the obligations of countries 
: =i Switzerland, Sweden, Denmark, Holland and 
F Norw » Bren Belgian issues are, of 
| course, better than those of countries like Anis 
| oF Hungary, and, for the most part, much better 
ernal obligations of some of the South 


| a American kai i isa mistake to assume that 


taken care of. 
| rope which the American investor in these 
3 l a oan = not overlook i is that the mar- 


ems of the loan. Hesanse of the 
ettlement spe also because of the 


SELECTING FOREIG 


reason, for example, why the City of i Pnp 748 
should have sold at the absurd price of 67, and yet 
in 1923 they could be bought at this figure for a long 
period. There has never been any logical reason to 
think that the French and Belgian external bonds 
are not good. The intelligent investor who 
studied the facts before he bought these bonds, 
would have been foolish to sell them at the absurdly 
low prices of 1923, just as the man who subscribed 
for Liberty Bonds at par in 1918 was very í foolish 
to sell them out when they d dropped to 85 in 1920. 


S MISCELLANEOUS ” INVES 


there has necessarily been a idy exp 


building construction and in real estate development 
in general. Within a generation we have witnessed 


CHAPTER XI the practical rebuilding of towns and cities by the 
“ MISCELLANEOUS” INVESTMENTS replacement of old-fashioned buildings with new, by en 
Sr eu the construction of modern types of dwellings and ms 
A SIDE from the various groups of investment is- apartment houses and by a very rapid expansion | in 
i gues which we have been discussin g in previous the size and types of office buildings, manufacturing 


plants and all other business buildings. 
The rapid | increase in land values and the general 


inflation in commodity prices, which developed 
been pretty 


rapidly during the war years and has been pret 
fully maintained since, has made necessary - the in- 


vestment of great sums of money in construction of 


ters, there are certain types of securities which J 
! CO 
; | a every type. Coincident with this great movement 


sified in the ordinary way. As already 
great groups of security investments 

; lly classified into railroads, 
public utilities, i industrials, and government and 
mumiripal i issues. In recent years, a new an im- 
tal p which has csi of gr reat interest 


n alee hand in hand a speculative movement in 
eal At the present time rents in almost 
every section of the United States are double < or 


more than double those of ten or fifteen years ago 
w and cities 


yi es go > under the ala namie of “ miscel- 
a securities. This “ miscellaneous” group 
T: betantisl number of nena obliga- 
tions, both bonds. and stocks, which have come to | creased. Asa result of all this, it has been 
i l rears and undoubtedly represent to seek far greater amounts of investment capital t to 


labat ‘sad of Tgi materials s have equally i in- 


=. , ea 

gut unt of permanently invested funds. be placed in construction and real estate fields than 
I , ill give brief consideration to the most i | ever before. 

of these Thus we see that in the investment field practi- 


e in this chapter 
‘ | cally a new departi rtment has grown up — that of 
seeking capital among individual investors for 


neing real ki This develop- 
t has, for g most pui, taken the forin of 
organizati companies who distribute to indi- 
vidual investors a bond issues secured more 
' less uirectly on buildings and realty of practically 
every y Ue Such bond issues have been a advertised 
broadly and sold, for the most part, in sm 
Ainaa to the small investors of the c > country, 
In most cases s these bonds 3 issues have ı offered very 


This ra i poys bond selling business has spread 
so far throughout the country and has ianari 
proved so lucrative to a large number of concerns 
that great specula lative dan | 
with it. It is exceedingly difficult for the typical 
estor to pick and choose between one or another 

ese many realty issues. Undoubtedly a great 
many of them are high grade attractive investments, 
but unfortunately a great many others are obviously 
eculative and dangerous. 
'ithout going into details regarding the merits 
f specific real estate issues, one can, I think, get 
a a pretty fa fair ides, or their ee merit by brann 


n MISCELLANE NY Ke Livin tb 
cannot be pee to yield ai My d high interest pa 
in these days yields average 
they didi ten or fifteen years ago. But oi 
a genuinely secured real estate wre is ia 
narily not expected to yield much more than : = 
cent. and certainly never more than 6 per i = 
the money invested. The best real estate mi one 
on improved property in cities like New Yor boas 
are generally held by institutions such as sea 
eompanies and banks and wealthy investors, in 1 y 
eases are floated on a 5 per cent. or 54 per eek oasis 
in these da oe 
Ez there ai exceptions, an investor should be 


keptical when he is told that a 64 per cent. or 7 per 
a . or 74 per cent. first mortgage bond, secured | on 
ae parcel of improved real estate 1 in a city : 
New York, is a strong investment. In nine cases out 
of ten it is nothing of the kind; - it is a mere specu l 
ngerous one at that. O 


i d probably a dan 
seg are aiy who in offering such ee 
furnish appraisal figures and other statistics Be ae 
appear to bear out their contentions. But rues x 
invariably in such cases it will be found that the be 
something unsound or wrong about their mera 7 
that the situation is speculative in some form or 0 a 

I have always held the view pn if a man wants 
high interest and wants to- si ac nal 

sec 

he had aaea i Al eager 


©] 


a moment’s notice, rather than put his money into 


bonds or other obligations for which there is little 
or no market. 

The business of selling real estate bonds of small 
denominations to investors has become so wide- 
spread ‘that a note of warning is necessary. We 
should not condemn the type of issue but we should 
always question its quality before investing. The 
great majority of os eoi of heap: penal taaa 
nowadays is is not good age i 


A Paes of investment which appeals to an entirely 
different class is the stock issues of banks, trust 
companies, insurance companies and other financia 
institutions. For many years bank stocks in the 

ited States have been a popular form of invest- 
ment, but ordinarily, of course, have appealed only 
| man of substantial wealth. A bank stock is 
either very good or very poor. Bank stocks have 
never come into the ordinary speculative markets 
of the country and, because of their very nature, 
have seldom been subject to any speculative manip- 
ulation. Conseque ently the type of people who are 

ng opp ortunities s to trade i in securities and make 
ecure large yields, have not usually 
d pa othe aoe issue sof a deg or asi 


ere of fact, experience has shown 
sb 


“But, as & , ma p 
that during the last twenty years bank stocks hav 


t types of invest- 

roven one of the very bes yI S 

seia This has been especially en in aan ` 
institutions which have grown steadily w 


ing population in their pr and | have fort 
nately had the benefit of efficien peri 

ement. 
P The history of banks and trust ganren = x 
city of New York, for example, during : = bank 
teen years, fully demonstrates the fact pe pei 
stovkiioider has had few opportunities X i a 
takes and often has Pe araale a Livin ? 
The steady growth of the banking busines fies 
ceasing increase of wealth production, al ented 
reflected by a growth of business for w rane 
banks. In modern times an nape alin 
the een P have learn , ae 
> banking machinery 0 e 

a 

United States is s far more highly S funetions 
of any other country in the world, an 


and other financial 
of aw scam trust com igen brn a 


] thirty y years and find that at 
ank in N ew York City had 
şt 00,0( 0 of resources. No 
have New York City banks with eha prb 
5 D to over a billion dollars. Deposits of 
000,000 were looked upon as heavy for a New 
ank - } in eae Nowadays many institutions 
$300,000,000 deposits up to much higher 


_ This reco rd of growth is duplicated, in more or 
s degree ty the banks of all the cities and impor- 
fant towns of the United States. The city banks 
in bie state in the Union have presented a record 
of growth -a for are most part, of g grt ra stability 


S t be remembered that the great ma- 
E of these are small country banks, many of 
“i or no mpako and a + good many, in certain 


si th, But ait of the total bankin 
u g saueitiitinns 
of the « country there are at least several thousand 
a i ed their strongia and sta- 
ermanently profitable busi- 


Sees m ES meee 


Naturally, in the matter of selection one sh: 
give preference to the institution located in a grow- 
ing city or a growing or r healthy section. He should 
give proper attention to the past record, age and 
present management of the institution. He should 
give thought to its type of business, whether it is 
a purely commercial bank or has more speculative 
characteristics. He should give proper weight to 
the personnel of the management and should natur- 
ally study and analyze the bank’s financial state- 
ments. 

The market price of bank stocks, of course, is 
governed generally by two factors: first, the book 
value of the shares as shown by the bank's stat 
ments from time to time; second, rate of ange 
paid or likely to be paid. All national É banks a 
of course operated under Federal laws which go far 
` pror the stockholder from the dangers of bad 

anagement. State institutions in some sections of 
the aunity have the benefit of much greater protec- 
tion and proper regulation than in it. Conse- 
quently the investor should give proper thought to 
these factors. While the days of the famous “ wild- 
cat” banking of the country are over, at the same 


time there are still, in some sections of the United 


States, to be found wildcat institutions which call 
themselves banks. 


There are a Po ] ; 


£ iiri issues in sikaa fields of aay 
by stocks and carry a strong specula- 


$ erage man who is willing to place money in 
r a pioneering S teneb like a mine, with all the 
| risks which are necessarily involved, is generally 

eculator than an investor and the vast 
majority of security issues created in these fields are 
speculative securities which can seldom be favorably 
considered as any form of investment. 

At the same time there are some issues of great 
intrinsic worth, earning power, and of genuine 
stability which can be strongly recommended in all 
of these fields. In recent years many of the larger 

ypper producers have created bond obligations, 

| si ; and coal producing companies 
ears issued bonds in one form or another. 

Se bond i Boia, in order to be sound at all, must 
necessarily be directly secured by mortgage on 
ansk of = worth and not merely on 
S pec rning power or future 


bond issue of a mining 
u ald also have unusual and 

n in the matter of sinkin 

mine, whether it be coppe 
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silver or anything else, is, of course, subject to ulti- 


mate exhaustion. Every dollar's worth of ore tak 
out of a mine reduces its value to just that extent; 
therefore, as its value is reduced, its liabilities, 
ever they may be, should be equally curtailed. 
The investor who is contemplating placing apply 
app 


what- 


in obligations of this type should, of course 
the general principles of analysis which are necessary 
in studying all securities. But he should lay sp eci 
emphasis on the question of permanent , prosperity 
and earning power for the concern, and he should 
see that a proper amount of the revenues or earn!n : 
are regularly set aside to take care of his princip 
prior to maturity. 

As a matter of fact, this factor of possible ex- 
haustion should be given special consideration also 
by stock investors in such enterpris es, It is all very 
well to have it shown that a certain gold or copper 
mine has, at a given time, demonstrated ore reserves 
of a certain amount and has current earning power 
equal to many times its dividend disbursements. 
But what might be the case at one time may quickly 
change to something else. 

A mining stock, no matter how high grade it may 


appear at a given time, may easi 
less if the property is not closely watched. A shin- 
ing a of this aa that of the sang known 


asily become worth- 


tal an as 5 pay Vin: id e 
or more on its capital toi. The pon had a par 
value of $1, but was selling i in the market for $15 
to $ are. At this price it showed a liberal 
dividend yield and many people assumed that it 
ould always be worth as much as this, if not more, 
as production went on, the ore reserves were 
urse of ten or fifteen 


quently the price of the stook commenced to decline, 
its dividends began to be racio and those who had 
bought it for investment purposes years before lost 
the bulk of their jnna 

The same result has been experienced by many 
holders of mining company bonds. There have been 
bond issues outstanding which at one time | looked 
yey strong and in view of the enormous earnin 
power of the companies seemed certain to remai 
always en But Bes hatare tae erd of the 


ait a point that no money oe be made. Conse- 
scalp in a cases estment became a 


roposition, have 
3 s than mo ost of 


-s > 


“ MISCELLANEOUS” INVESTMENTS 


niably high grade and will probably always remain 
gue of this type should generally be o 
a group by themselves, as they are differ sg | i 5 
the ordinary class of industrials because © pa - 
that the prosperity of the companies is so pi ; 
dependent on a continued supply the natu a 
resources which "they dig out of the earth. pen 

facturing or trading company is not necessarii a 
this position at all. It may depend upon a con in 


ous supply of natural resources of crude materials, 


or 
but its real money is made in the mna ka 
production of commodities, and its raw mate j 
sarily come from one mine or on 


ecessaru: 


A STUDY of investment cycles, treated from the 
d ` standpoint of the investor in bonds and stocks, 

imply resolves itself down to the question of when 
to buy and when to sell securities. Many people 
assume that this question is only of primary im- 
portance to the person who wishes to tt and 

ry to take advantage of rising and falling mark 

eia than to invest his money safely a and profit- 
ably. 

But, as a matter of fact, it is extremely importan 
for an investor to know when and at what levels to 
may securities; it is equally important for him to 
kn en and at what relative levels it would 
sometimes be: wise for him to dispose of securities. 


Th rade issues almost exclu- 
re pond i ee market price to changes in one 

ta prevailing inter- 
slightly, , and, of 


ence. But tè re rise “d fall i in the price of 
148 


money is directly rev fected in the noie of such 
To E a little more concrete, I would point out 
that the vast majority of bond obligations which 
are placed in the highest grade investment class and 
which carry Moody’s Aaa rating, are the issues 
which fluctuate the least in price. It is only during 
extraordinary periods, such as we have had during 

the past ten years, that the price swing in such 
aris is at all wide. Take for illustration a high 

rade bonc itish Consols. For twenty years 
before the war these bonds had little day-to-day or 
month-to-month fluctuation. they remained at a 
comparative level for long periods and only tended 
downward over a stretch of twenty years or more. 
During this twenty-year period the world’s interest 
rate was slowly rising and these bonds inet de- 
clined. In some other period when the world’s 
interest rate remained stable, these bonds would 
have remained practically stable also 

It is when one gets into the field of somewhat. 
lower grade investments that there is a more direct 
and important response to changing business or 
economic conditions. The lower one goes down in 
the grade of investments, therefore, the more vital 
is the poe of studying the business cycle. 

It is unnecessary to emphasize the fact that $ in 
modern times business does work in be W 


have our period of prosperi 


=F 


ion, decline, £ ane Det 

followed by a period of revival and of prosperity. 
This has been the history of all civilized nations 
sti ; the Laps century or more. But any careful 

ese facts will indicate that these recurring 
iods are not at all fixed as to either extent or 
uses to effecta or work 


accurately gauge the adent of the effect of a Bed 
use. In practically all cases it is impossible to 
give due weight to all sorts of cross currents and 
alifying factors which either Snit or SEE 
out or: otherwi se € the diff 


The best one can do 1 Is to ry perga facts, 


E o@ 


f real importance can easily 
and their logical effect saapaid to a mod 


in typical or average securities, 
one of the primary guides in modern days is the 
financi banking condition of the country or 
In modern times nearly all business 
ce is done o on à credit and dls means 


To the i investor 


wees creas = awe: 


may at pn 


be active. On ii aa it may be very dull. 
But if credit conditions are easy and interest 
rates low, it generally implies that the financial 
condition of corporations and big business is sound. 
It is only in periods when bank loans are heavy 

and interest rates high or rising, that the typi- 
eal corporation is over-extended or is carrying 
excessive liabilities. 

We have periods of what is called “ over-produc- 
tion.” Strictly speaking, they are generally periods 
of under-consumption. They occur at the end of a 
time of prosperity or boom, when business men are 


carried away by success, when commodity isit are 


capital has been conve 
if the danan for goods 


wad Ih f Ils o 
with by y "iia in the shai of ners is “now 


ar heavy liabilities 
“frozen assets.” Under such conditions, Fi 
goods Ai not move, an 
cats m = ° distinctly unsound and un- 
healthy. This was exactly the oondition wht h € 
veloped in 1920. Of course, the develope ent of suc 


ae | 
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a gs further evils in its train. It forces 
fates and therr tends to destroy credit. ee 
on these deve opments are more or l 
ae sper in the eag for securities. one 
ealthy period when prosperit : 
under mr yan eos it has amie te Acts where 


re cal corp re s usual 

a Ty i the se cart of a ena of ail 

bala Sahar es tt successful investment are al- 

Sica aa us the wise investor is the man 

pa mes securities when times are dull, when i citer: 
nied, are fol when pank Joans aie not. ex- 


SE PS almost certain t 

n prices for his i inv es aien th o pay 

e. i an at an 

S h, oe Tai above to all classes of =e 
n, sald y ain 


righ 
Seis investments, the investor will find 
es ea of awa bieri is RERA 


OT xa i ay ye pr nf: ‘age itis pose 
i k neither, ofits, he may have losse 
ii A But if he Ta to 


>- === 


to buy sehen most other i 


enough 


people are Dn 


and timid, and to sell when aut ta 


are eager to buy. 
Business cycles 

yolume and scope. 

formula whereby the recurr 


ness cycle can be Se fore 


o who claim to do this but it 
possi We can, by studying 


given cause or set of causes, but we cann 
seg. and no one can 


aad AT) 
D., cal 


foresee the f 


certainty “ call the turn,” ' 80 tos speak 


change from an upward to a ¢ downward 
ise One can di 


cover after a turn has taken place that it has taken 


in business or in the security mM 


fuctuate in lengt 
No one has yet 


urring changes 
cast. There are 


is altogether im- 


cause and eff 
be the ete of i 
not definitel 


h as they do in 
discovered any 
as in the busi- 


k , OD | an a actual 


cs 


wishes 


place, and one can guess if one wish 
effect that the busi- 


There is an old fiction t to the 
ness cycle always runs 
This idea has been 
but other types of dog 
There are now those who asser 
revolution of the cycle occurs 
years; others claim that the ti 
years. The truth is that no 


cycle. 


over twenty-year pe 
somewhat discredi ted since 191 4, 
sma have taken its place 


assert that a complete 


At the present time it appears 


riods. 


every four or five 


ime is one year or two 
particular length of 


time necessarily need be embraced in a business 


swings from prosperity to depressio and \ 


= 


a i 1 extent. Ši short duration and of relatively 
APR le : Since the ; crash of 1920, which liqui- 
ted a large portion of the unhealthy inflati 
created during the war and after, there has a. 
te soled bs toward moderate fluctuations in 
= lled business eycle. This condition ma 
Ossi bly continue for some years into the fate. 
aii seem that with the ASAE of the 
man nes ss throughout the world and with the great ele- 


i i eme e periode 


gely on a iih “ha peyab the 
l y are » alway 
ó ing fas ts, Impulse and emotion govern To 


sum this matter up from the stan 


investor, the best time to invest, broadly speaking 


sorta ta en edn tod of doom 
rel sion an Sonia tale of pa revival rather 


securities and aad types of business 
given their ote consideration. 
It will be 
that a ener a consi 
business conditions is 
vestor who wishes in 
at work. To give a pane illustrati 
consider a normal period such as the t ten yen prior 
to the opening of the World War. Á person whoh had 
carefully studied all the evidence wone h real 
=o that the latter half of 1903 anc call 


high class bonds pole inchs: We had gone t A roid 
prior to 1903, a period of several years of rapid busi- 
ness expansion and all business and financial statis- 
ties at the end of 1902 indicated that the business 
eycle was rapidly tending t toward its logical phase 
of reaction and consequent liquidation. Money 
rates began to fall rapidly after having been very 
high, and through the latter half of 1903 and most 
of 1904 a country-wide e ja busnas s dull- 
ness prevailed. Money was a drug 
in Wall Street, the Stock . Exchange was very in- 
active, prices of securities were low and yields on 
typical bonds and divi idend-paying einer were high. 
In the spring and early summ f 1904 the 
avera age eo investor $ feared i to te securi- 


izations But as a matter of fact thi 

oes age investments in proved s T ie The 

buy dani ig ener si farseeing enough to 

throughout 1¢ 104, a and good investment stocks 

ea proved. ` 04, all invested wisely, as subseque 

revive in the] las ' the security markets boosh to 
rive in the last half of 1904, the trend was upward 
ae ee > and the rise in price ppal 


i a the last half of 1906 was a time 
g Seri no wise investor should have pur- 
7 ee ee Rather, he should have liquidated 
the a hie of all securities except perhaps those of 
pies “Of course, most investors 
this. paida added to their hold- 
y had on the theory that goo 
to continue = i a 


na agement to me that so few investors ! have shown 


t of intelligence in determining when to 
buy or when to sell investment securities. 
The foregoing is a simple illustration and, of 


course, does not emphasize the cross currents and 


qualifying factors which often modify a given situa- 
tion. But regardless sss of all of the many modif ying 
factors, the fundam i 
finance which existed in 1904 and wh ich had 
pletely reversed itself by the last hali 906 
shadowed every other problem that dis investor 
In later chapters I shall show how investors can 
pach successfully take ¢ advantage of investment 


CHAPTER XIII 
NVESTING FOR PROFIT 


MHE notion is widely held that any one who 
i rimarily for 
fit rather Han PERRE Ae income return is 

5 rl. ergo risks, and that he is 
taking great A ESA chances which 

would be awa if he confined himself solely to a 


I m dopt the policy of investing pr 


policy of investing for pure income return. 


people who attempt to invest prin 


It is undoubtedly true that the great majority of 

: varily for profit 
run larni risks. But a sound investment 
i cessarily involve 
risk. It all depends on elena: the investor 


sae bagi genuine intelligence and knowledge. 


In view of what has been said in foregoing 
chapters, it will be realized that no one can be at all 
certain of success in investing for profit unless he 
s very directly on a sound and con- 


bases his plan 


tinuous study of fundamental trends in the general 


r for pr a is bola what i is know 
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and investment cycle. The successful 


vn as the 


3 ee ly long p eriod will 
upward ey in prices over & fair 

reward him with substantial profits. at must at 
reasons for the faith that isin him. If he ts sia 
a man who buys securities with his eyes shut or 


result of rumor or tips, he is certainly nothing but 


a speculator., Some sp eculators have, through sheer 


ye t 

luck or accident, reaped „gea alee times, bu 
have failed in the lon 

acti arily for profit ore ae 


Investing primarii sont 
gent understanding of the effect -ponera i 
tions and of special factors on diff she vee 

Pe ush € Coe: 
investments. It involves enougo l 
knowledge to enable a man, at particular pon 
successfully to switch his holdings from one A a 
issue to another type or to several other E am 
Ther > are no arbitrary rules for doing rege omar 
stated times and, therefore, it apes the exerci 
of intelligent judgment all along rae for prof 
To indicate clearly ee mae “he ai ae ase 
eans, how it is done and W ri- 
sometimes been, I am going to submit the expe of 
ence of one of my clients who during i 
approximately twenty years king 
fortune by this method and without really takin 
any great speculative risks ae 

ho was a pen” poe 

oe gr sa mae about TAPEET a 
R eg, 7 -ocks f hi igh gra 10 
aaao railro 
stocks were aa 


bo ait at ict 165, D a E & 
Western which he bought at about 260, Union 
Pacific which he bought at about 100, and Chicago 
& upk which he bought at about 175. He 
u hese > stocks after a careful study of busi- 
ncial conditions and an intensive study 
: railroads themselves. His inevitable conclu- 
sion was that they were all selling far below justi- 
fiable values and that as we were on the threshold 
usiness revival, they would certainly sell much 
higher r within a year or sO. 
= the Fall of 1906 Great Northern had risen to 
348, niea & Hudson to = bape Lacka- 


we od 1 study of the o over 240 and business 
os at aries time convinced this man that we 


nmediately sold his Pria approximately 
; doubling his spital, During the ensuing year he 
einve: ted om entire capital in high grade short 
| notes or loaned it on good security. At the 
907 , with about $100,000 = he agai 


1 stocks pe P His primary reas 
sa so was the clear atA by all the 


ain on & 
le facts that the country was ag 
a fnancial foundation and that ther Snie 
n be a rebound and revival during 1908 


7 This man held these new securities a3 until the latter 

part of 1909. He sold out again tae the opening 

of 1910 and had again doubled h his „iare —_ 
Teor 1910 on for several years the business 


by following the method 
cessful before. ser nan, fe 
years, spencer his sven p prims ty il 


-paying stocks. As he used te 
gm he was able, at the ad ai th 
rears, to show a further profit on his principa se 
20 per cent., in addition to having had it pee a 
at an average return of 6 per ce cent. during 
time. 


With the — of 1914 t P pokey npn diti004, 


r ahead in both this 
ee and breaking out of iai 
Mex „al changes which ad. 
Mexican revolution, the ies hang w 
laken n place, the m unsettle 
kan Wars in Central Europe 


n Europe, were all tal 


V taken into COn- 
sideration. Consequently, when he noted, in the 
spring of 1914, that enormous amounts of American 
and British securities held by Germans were being 
sold in Landon, Paris, and New York, he decided 
that it was time for him to cash i in. He sold every- 
= he had except certain extremely high 
de bonds. His investment capital was kept liquid 
and loaned empoi o on good a 


is man did not become panic pares ‘He studied 
the situation in all its aspects. He realized on care- 
ful reflection that if the war continued for any grea 
length of time it would bring about a great business 
this country and that redit ‘ponditioas 
in ited States would not be upset, as the 
balance of trade with Europe would turn sharply 
in aiae of aie country and gold in enormous sums 
sent here from abroad. These were 
l 1 facts which quite positively pointed 


tes s Steel, pee 
dry , the prann 
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mand for every type of commodity which Europe 


Of awe] in making this move he got the apr 
f the inflation and speculation which follow poe 
a large percentage of his ensuing profits gral ay 
this i speculative senate Peya me ie for 

asized is that he bou ese a 
ear basic reasons and on & level of prices which 


was ioe y not a a = era iative ə level. 


a t 


: ortun 
and others , but on the e other hand, 


a Irana were lost. This particular m = but 
was acting on sound premises, made £ a vast s s 
slo wW. 


did not lose it. He did not lose it becaus 
lized that the United States was slov 
esi he rea i a and that wi ] a ns 


re minated Con E 
ing United States went into the ow in be i 
of 1917. This event was marked by harp n ree 
in the prices of practically all types cm st 
securities, including bonds of ate xe se come 
stocks of every kind, and pi ally ndi 
securities except those specialti ] 
very directly benefited 


for war munitions and war supplies. 
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tion bubble and knew that the time was not far 
distant when most securities would once more be 


selling far below their intrinsic values. 
What happened to this man after 1919? He had 


ea ofe eaten nara conservatism and the bulk of 


oR capin was ke t li 
d klarte pt liquid in loans, iia he by that time accumulated nearly $2,000,000. He did | 
Th ly fall of 1918 f as, not at once reinvest these funds permanently; he » 
the ¥ war and it was a 18 foreshadowed th the end of l waited until 1921 when he put three-quarters of his 
ther e would be a return of inne to foresee that fortune into high grade bonds of various types, an and 
; ce and a rebound the balance into dividend-paying s stocks, among 7 
American Bank l ! 


arity prices. i 
p After the war ended most people which were F. W. Woolworth, Ameri 


tho | POQA 
ion imn paip are ano of business depres- Company common, American Can 
contracts everywhere would a the fact that war ferred, United States Steel, New York Central 
snail far eae aan mt ae cancelled and the Illinois Central, and Atlantic Coast Line, 
s ey cease. My latest information is that this investor had 
ecurities, at least up 


l side retained practically all of these secu! 


ss n 
ut such people overlooked the psychologica 
1 capital up to that 


of the situati i 
| on. They did not realize that the eul- to the fall of 1924. His tota 


mination of the World W. | 
| vid WV ar would invite a peri i d | aug 
Tay aking adt inflation which wien ote bo anti apne pe 
j aK e 000, 00C 30 nim rage 
aani th more than 6 A 
y, the investor we have in mind con- This case ae ec pee. But the 


fidentl 

the fall o Teik Rar hen s good securities in points to be emphasized in 1t a x 
railroad field except certain hi uy anything in the achieved this res alt over the twenty-year period 
he purchased industrial and - igh grade bonds, but without ever having bought securities on narrow 
such as General eae Ameri ae ae margins ot going deeply Ot ee en 
worth , ete. These me ld si & Foundry, He did not always reinvest his full income, as he was 
right e sold on all the time living on a part of this = He 
d ou made it a ni never to ban or hag a sec 


i SE ane 1) dA . AGT J 


mistakes of selection and 
ore charge off moderate losses, 
But as a whole he displayed remarkable wisdom 
and judgment. 
Naturally only the excepti 
a ta o have such success 


xtremely difficult . to act 
«eo intently on common sense principles and not 
N allow judgm 1ent to be were or destroyed, 
À Investing for profit, as illustrated by the experi- 
| ence of this man, is ar and safe, but only 80 
‘when = knowledge of all the factors, general or 
» Specific, are available, and when sound judgme 
> ean be > employed in connection with these factors. 
verage person can never hope for perfection 
can only approximate correctness. 
onseguenily, it would be a rash and dangerous 
y for the average investor to attempt to an 
ezciusively for profit. 

The Proper program for investors to follow is 
first to consider the security of their principal and 
invariably confine their selections to securities which 
stand ona ; sound investment plane, regardless of 
changin; siness conditions. Such Securities are 

„pop, — sae 
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These are the only issues worthy of spans 
for any one who wishes to invest and not a sa 
Contrary to the assumption of many people oi 
are better opportunities, and more certain ne 
investing for profit in the higher grade siete pie 
in lower grade groups. The moment a person — 
to seek issues on the speculative plane, oe x n 
doning investment principles and taking the Lain 
chances which never can be justified by co 
sense or experience. , a 
A There as those who hold to the view that the 
safest form of investment is that which rabid site 
thought to changing trends and does not ta rated 
consideration the possibilities of prices rising = 
ing over extended periods. But it can a 
shown that this theory, while it has some truth, pe 
not all the truth. Thousands of investors have on 
only lost opportunities to invest their FEVER pe 
manently at a liberal average return, bu : a 
frequently lost large amounts of their ai : famed 
giving no attention to changing grain ait 
of a fundamental nature. As an illustratior Te 
mention the case of a man pr years ago su 
me a list of very high grac n 
Be eee and which had apparently bee 
purchased twenty years or more before. 


these securities had heen abont per c 0 g 
yield at this cos t £ veel pe 
all of the bonds had 


wiped out 
the bonds. 


® 


Hac | 
the trer 
ing 


profit 


or 6 per cent. 
ese securities was about 


ual in 


assuming that 


000 worth of securities to his 


this man 
ray 0 TATL. ST 


Wh) 


tually 
ar and 


] re aching 


to time. He 
artial policy of 
switched his 
hich would hold 
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their values as the years went by. Moreover, he 
would have recognized that as the cost of living rose 
his income was actually getting smaller, and it 
therefore would be absolutely necessary for him to 
increase the nominal amount of his annual income 
if he wished to keep his money safely and soundly 
invested. For an income of $4,000 per year in 1910 
was, ten years or so later, really equivalent to only 
about $2,000, so far as purchasing power was con- 
cerned. And the only successful investors during 
that period were the people who were able, without 
taking chances and without endangering their prin- 
cipal, to increase their nominal income as the 
general cost of living rose. 


CHAPTER XIV 
INVESTING FOR “ SAFETY PLUS” 


HA cia | 4 
mse 


g est grade Aaa 
= $ keeping his capital 
perma: i He can, of course, be prac- 


e of his principal ar sabx o the 
ieai PESEN 1bject to the 
uctuating s In interest rates and the pur- 
asing power of the dollar, he is not . the 

keer , t even then 


protect himself in the matter 
income. 


pa purchase of low grade and un- 
as or stocks quite as much as it for- 
170 


E a eamm 
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bids the dangerous method of attempting to guide 


one’s operations by forecasts of short moves in the 
stock market. , 
Constructive investing, in a word, consists of 
buying and holding only securities of sound invest- 
ment character, making changes in one’s list in 
aceordance with developments affecting the security 
of one’s holdings and in accordance with changing 
conditions in the investment markets. Such a pro- 
gram does not require day-to-day attention to bond 
and stock quotations. It is a plan which can be fol- 
lowed by investors who keep themselves fully in- 
formed on the condition of the concerns in which 
they have invested and on the broad movements of 
business and commerce in general, and who act with 
intelligence in the light of such developments — and 
then sit tight. 
There are several outstanding essential 
tors to recognize in applying the principles of = 
structive investment. Briefly, they may be classi 
fied as follows: : 
1. Safety and security. The first act of the owl 
vestor should be to examine carefully all of the 
facts in relation to a specific security. If, for ex- 
ample, he proposes to buy an Aaa bond like Oregon- 
Washington Railroad & Navigation Company #1 
4s, he will first study the 
that company. He wil as 
the property, its earn! 
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isties of the territory covere , the types oi yas as low as 62. In fact, at no time in the last 

s done, the tonnage exhibits, the freight and oak has the bond sold as high as 92 and even a 
nger rate situation and so forth. He wil] then late as the summer of 1925, It was quoted pre 
‘amine the terms of the mortgage itself or a digest 84. Consequently, the investor who bought | t sai 
of this mortgage and ascertain just how the bond bonds on the strength of their security only has not | 
is secured and what relation the earning power has had any chance for ten years to get his money back + 
to the interest requirements. He will then deter- by selling the bonds. No one, therefore, would say l 


-= = 


—— 


mine, by an examination of the balance sheet, the that this bond was an ideal investment in 1914 even 


general position of this issue and see whether the | though it was so highly secured. 


physical value of the property is sufficient to investor, after he has studied a part “ae 
protect a mortgage of this particular type. found it good, should next turn to the p ling 
Having examined these figures, he may feel that interest rate situation and the general trend of 
they do not appear to justify so high a rating for the financial or business conditions. A car ful study 
bond. , But he will discover that this particular of the investment cycle would prove to him that 
dorsement by the Union Pacific Railroad Company, began to be a very attractive thing to buy in 1918 
and that this guarantee is an important element has been relatively attractive ever since. In 
in the security of the issue. This will lead him to ! 1920 it sold as low as 62, in 1921 as low as 674 and 
an examination of the Union P acific R ailroad, its in 1923 as low as 75 4. In recent years the bond has 
resources, credit and so forth, and been slowly creeping back toward its original ashe 
acate the value of the Oregon property to the 3. A study of the interest rate and investmen 
main system, The Union Pacific exhibits will un- cycle, it will be seen, will indicate when this par- 
doubtedly convince him of the high quali ty of the Coala kod was a profitable thing to buy- But it is 
bond as an investment. also necessary to know whether, having bought the 
2. But if he purci S 


chases the bond as a result of this bond the low level in an investment eyo e, 
tion lores all other it should later be sold or held indefinitely. + ‘would 
be back to the low figures of 1920, an shi Aste 


constructive investor must be just as 


ding as when it 
cam ination first 
only a few 

ly hold its 
But the bond 
1961 and there 


y to hold this bond through fluctuat- 
If upward, his Policy should be to 
e of one of the three- or five-year 


gs in the investment cycle to switch 

else, 
policies apply to practically all classes 
of the highest grade Aaa bonds, and if an investor’s 
holdings were limited and confined to one or a few 
issues of thi: » he would not need to give much 
‘ning else, except to bear always in 
that the world is moving on and that cus- 
d a type of business which is now 
ht beco ration hence. 
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ive investing in its broadest sense 

. constructive investing in 1 de a 

a i pe) deal more than merely ae a i 

rah to bonds of this type. It may be ia reac 
oak to do this, but not always very p 


into various classes 
this division migh 
approximately th 


itie ont. in 
cent. in public utility securities, 20 soroa 
American industrial securities, 20 per om a 
securities, 10 per cent. in American Governn 

{unicipal securities. 7 eo 

The sat as to a percentage of PERS 
tween bonds and stocks of corporations aretha 
so arbitrarily stated. This is a oe "oa 
for there are occasions when one might Bini by 
most of his railroad investments kia ought 
stocks and there are other occasions T e Sad 
to confine his selections mainly to ese : ee 
instances, if he is an investor and not a S] 


ects should be on a genuine ves 
everything he selects ee eee rating. 


whieh the investor 
In the case of stocks, generali 


But the fact cannot be too 
that constructive or sound 
merely the adoption of a wise 
diversification, but it further 
cated problem of keeping one’s 


strongly emphasized 


volves the compli- 
capital continuously 
cannot be done unless the 


What he should have done in 1920 
relation whatever to what he should 
1925. In the year 1920 the level of 
road investments was abn 
aln ut one’s eyes and buy railroad bonds and 
railroad stocks with safety. In fact, during 
not only railroads but publie utilities, a 
percentage of good industrials, and ma 
: were on the bargain counter. Even 
berty Bonds in 1920 and 1921 sold at heavy 
hand, European government 
the bargains that they 


ormally low and one could 


counts. On the other 

bonds were by no m 

became a year or two later, 
nsequently, the investor who was 
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vould have bought long term bonds and retaine 
So ae the latter part of | bi w 
he would perhaps have begun to ange NS 
them for shorter term bonda or certain other ee 
curities. He would have held his indust oe nf 
then sold them, putting heat d of 1923 or 
hort term obligations. But by the end of 192: 
aril the Kauni of 1924, he would EAT 
attention to foreign government bonds ana ahas 
kere serpinyed hie Hquid apial I e PES 
But during this entire period of five years : r 
have made but few changes in his holdings of p E 
utility bonds or stocks and few changes wa a 
road holdings. He would perhaps have realize 
high grade bonds like Libert 
in 1924 or 1925. : 
gre submit another entra eran 
tive method for investment which conlines the po 
icy entirely to the field of the highest grade serine 
As already pointed out, bonds of a dy in their 
carry an Aaa rating, respond more direc sf woa 
price movements to slow changes m tl e pi e 
interest rate than to anything else. They bs in- 
necessarily keep exact pace with changes an 
terest trend but over reasonably long ve si 
time they reflect this trend pretty eae ó 

Let us therefore take the case BE 
investor, such as an insurance com 


ry conservative policy, invests its 
rtain specified types of seasoned high grade bonds 
twenty-five years a 
a really constructive 
have been given to 


days very long 


; ch a concern twenty or 
were investing its money in 
way, special attention would 
n of maturity. In 
ds opular, They 


: eure of the sas i a theory that th e 


ward for many decades in 


ward trend which did 
years of the war. This 
demonstrated even in 


h grade bonds un- 
porary purposes 
ave been in the 
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ously in a position where he could avoid the dangers 
of long drawn out and permanent depreciation in 
his invested capital. Periodically his securities 
would mature and could be easily changed into other 
short term obligations running a few years more. 
Where his selections were made at the proper time 
and wisely, he was frequently able to get the benefit 
of moderate profits which would offset any minor 
losses which might have occurred. 


tinue to be a short term invest 
life. As a matter of fact, when the period of 1920 
or 1921 had arrived, he would have changed his 
policy and instead of seeking short term obligations, 
would look for long term issues of equal quality. 

Thus this man, by the opening of 1925, would 
have been able to look back over a period of a 
quarter of a century and witness an investment 
policy which had sound. At no long 


been absolutely | 
periods would he ever have been confronted with 
serious losses in his principal and he would finally 
have put his funds into a position where they would 
be getting the benefit, protection and advantages 
of the fundamental change in the trend of world 
interest rates which set in a few years after the 
close of the war. 

Still another illustration. Let us co 
type of investor who does not limit | 
to the highest grade bonds but is al 


spec- 
Ime high 
grade, short term issues or else keep it in some other 


the type which, on investigation, would prove to oe nd refers to the investment policies 
be intrinsically worth more than their market price ae broad APEP whether those which are 
and would therefore assuredly respond to the ulti- whe eee and trust 


even of the high- 
boom. But in times of 


investing has become a very important Esni 
Ra especially since the days of the very rapid ee eee 
wit pit : f; 7 * d nu: þer of banking and other finan 
What must be emphasized is the fact that in the size wes pr insurance and guarantee com- 
in order to follow such constructive plans definitely, cial institutions, sso aa eer finally, of 

every investor must either become a thorough and panies of various classes, an 


broad principles that I am men- 


5, 


| Teati d 
mous increase in the number of educational an 


Hh 


‘Cn g 


stitutions have become very far-rea wre 
the investment field. vain se 
true that a large perce tage ot uga gre 


dou | 


7 


: perma- 
; onsequently the institu- 
tional investing field has pias Mae pick 
important as time has gone on, and promises to 
become still more important in the years to come, 
It goes without saying that the investments of any 
substantial type of institution should be high grade 
© ones. No institution of any character should specu- 
late with its funds or take chances of any kind 
which would make serious losses possible. In the 
case of banking institutions and, for the most part 
in that of insurance companies, the laws of the 
nation and of the various states do much to regulate 
paar ea Casing of investments. But un- 
fortuna these | in many cases are i at 
ra server aws in spans es are inadequate 


M _ 28 are not rigidly regulated by 
- Many charitable and educational institutions 
not protected in their investment limitations by 


t legal restrictions, 


ther than this, practically all 3 stitt 
of any size are constantly inheriting legacies in the 
form of all sorts of securities, some good and some 
very bad. Therefore, more than in almost any other 
field, the questions of investment policy, judgment, 
and selection are constantly up for decision. 

In the banking field, investment in bonds has 
become an outstanding function within the past 
ten years. Prior to 1914, before the Federal Reserve 


old law restricted th en 
more arbitrary way, and while certain ty] 
obligations could be held by national 
bulk of them could not. The same thing was t 
of state banks in many states in the union. 

But nowadays national and state banks an 
companies represent an important percentag 
total American investment market. During the war 
years the financing of Liberty loans and other war 
obligations brought the banks of the country into 
the investment field in a very large way and from 
that time on the investment of banking funds m 
bond obligations has steadily grown until it has 
reached the vast proportions which prevail to-day. 
Under present laws national banks are necessarily 
large investors and many of them have found a 
profitable, in these days of gener acti 


larger percentage of their deposits and 
and note issues than was dreamed 


The problem of bank investments is necessarily 


ess, 
and location of each individual bank. In some sec- 
į tions of the country bank resources fluctuate far 
f. more widely than in others, Bank reserves rise and 
¢ fall, loans expand and contract, with more uniformity 
. in sections of the country where business turnover 


occurs or crops are moved at certain definite seasons 
the year than in other places, like large cities, 
versified trade conditions almost dominate 
jon. Naturally, therefore, the bank which 
ocated in territory where there are permanent 
and stable business activities, need not necessarily 
| keep its investment funds so liquid as need the 
; banks in some other sections of the country. 
| A banking institution should, of course, give more 
} attention to the question of liquidity in its invest- 


- ments than almost any other class, Consequently, 
one of the outstan 


nding considerations in a bank in- 
should be the market for the particular 
reas some other type of institution or 
rmanent individual investor can often afford 
is money in high-grade issues with a limited 
rtain market, the banking institution can 


to do this. Bank deposits and bank 


cP ’ 


liquid capital and therefore they 
rally be kept in liquid form. 


» om binne 


i ess to the funds ot 
The same fact applies more or less = th Amat 
institutions such as insurance companies. + 


‘sa build up reserves which in the aggreg 
companies build up reserves ent reserves. 


if the company is successful, pile gee the company 
They are permanent enough to just y pee a 
in investing a substantial proportion m aa ood per- 
in permanent forms, but ieee kept in 
sara] - Ss shoulda ' 
centage of such reserves sb 
geet be seen from the foregoing shar greece 
the p roblem of ny eis ae one. Short 
company investments 1s an Impora’™ * sl. are al- 
am oliga nna, other things ansa añ in 
ways better for a bank and often a r term issues. 
surance company, than are peered bly have the 
A short term bond will almost merna ed genera 
benefit of a good market and, of haan 1. 
maintains its value in a ey stable wa; 
the long term obligation. T , 
as has frequently been pom 


ecurity, is subj 


ot to m mar 
apnea rates, and 
rices for a long 


he obli- 
On the other hand, a 


series of years. a pe s roxil aa or 

gation due shortly pe pes pa pe E and tigh 

value right in the face 

money. . ere 
While it is not nece RA 

banks and insuran ne itl 

their investments to ' 


ment obligations or low prices which then skies ed a 
ee it is important that regret their action, and the bank manag | 
ine should be drawn between issues of dis- oe at the proper time shifted their very, short 
demure merit and those carrying a specu- term investments into moderately long term ISSUES, 
tice in thi As a general rule, good banking prac- when conditions warranted it, have usually shown 
"ce un tus country has adopted the plan of restrict- great wisdom. 
The only danger of importance in t 
policy is that there is always a strong temp 
of a ban | to overstep conserv d tak 
tence , — speaking, bonds whi chances. When 
ug easoned or somewhat lower erag liev in this respe 
ae " grad policy in this respi 
re ratings of Aa or A, can well be give itself the ben clea 
ae seasoned issues. But it is seldom average yield in a given period on high grade 
L — I ying & lower rating than those men- securities is around 5 per cent., it is o! ; 
tirely desirable for institutions of this banker who will reach out to try to get 6 | ei 
ank sal 


j ng this 


The difference between 5 and 6 per cent. 15 OF 
me more and more the custom, within per cent. and it is not worth eS am a 
a ; r banking institutions ne’s taking any chance whatever with the mntegr 
to shift their investment funds from time to time in of his principal, The banker, more than aim 
and in ae ap and business conditions other man, should be constantly impresso. 
ee rdanoe witk the general movement of truth that, in investing money, security | ield 
isiness cycle. This policy involves expertness is far more important than increase m income yi” 
study and naturally carries its dangers unless and always will be. This truth should always be 
are taken and sound used. But there the cornerstone policy of any one who 1s investing 


cannot afford 


aie 
Poe 


0 


de corporation bonds i 


should be. 


reserves and are looked upon mainly as permanent 
reserves. Unless the endowment is something which 
is shortly to be used for improvements or buildings, 
it is invested for the purpose of permanently securing 
income for use in some way in the institution. 
Funds of this kind will presumably remain intact 
for indefinite periods and therefore can well be in- 
vested in long term obligations. It is usually better 
for the management of such an institution to place 
the funds in long term bonds, rather than to at- 
tempt to take advantage of fluctuating prices or 
yields and keep the funds liquid. This general 
principle applies to hospitals, endowed churches and 
other religious organizations, as well as permanent 
charitable institutions. The ideal situation for any 
institution of this nature is to accumulate and per- 

an reserve which will abso- 
insure a definite amount of revenue from year 


1ecessful managements of institutions 
s have long followed this general 
one could examine the strong boxes of 
; American universities, endowed schools, 
religious institutions, one would prob- 
id that the bulk of their funds 


$ 
Sati 


INSTITUTIONAL IN VESTING 


time. This policy is one which should never be 


bandoned. dah Waa eg tee, 8 
gow the problem of the re me a 
not limited to that of investing cas Hie feign 
cumulating reserves. As already poin anon eet 
dowments come into institutions In every Poss! 


form and often the institution finds itself presen 


es with which it 
sh had adi , 


doubt, such bequests have ae kept in the fo : 
which they have been received, and 0 & i 
1 * ai e , 17) 3 ra] UNWiine td | 

the institution has found are eeni nine pie, 


J 
iad 


= 


® 


hd 


cash in its bequests as rap ten prove that 


are of a doubtful nature. It ma 


= It will thus be seen that, after maa wre 

vesting involves a pretty Spee affect ii 

of the fundamental Lena ang ait 
lues in general. Whereas the Pe > 

Hs institution, whether operated for mT 

or not, must ne ur 

lections to high gt 


general business “ll eH yt | 
Liberty Bonds know wet ue 


CHAPTER XVI 


i siness man who earns 
h year a substantial surplus above his ex- 


penses and current needs in his business, more often 


than not becomes an investor in bonds and stocks, 
Probably a very high percentage of the bond and 
stock purchases of in vestors in this country are those 
of business men, so-called. 

The term “ business man ” as here used, refers not 
only to the individual or individuals who are heads 
of their own firms or partnerships, but includes all 


types of men who are in business life in all sorts of 


; capacities, even though a very high percentag 
them are simply corporation officials or high 
r clerks. They are men who not 
f: derived from 


PIHE typical successful busi ma 


class 
only live on profits 
but also those who 


INTS ENERE EE 
a neither very high grade ess 
securities which Te a aeni that m Arran 
very low Aoin need to put his ee 
man, as eee grade seasoned investmen nts than 
into the high p ition to watch his SS fford to 
is more in a Eaa and can pary me that 
he average in a seeme j 

ipo risks. It has p EER While 


i und 
y apply in many cases, it is certainly not so 
it may apply in man 


as a general proposition os be a person whose 
"ahe business man is supposed to be cial conditions 
familiarity with business and =e choose an in- 
generally is such that he can pick pma a widow Or 
vestment more intelligently gy in direct contact 
m orphan or a person who is ap ith quotations, 
ik bonnes life. Being a ren he can give 
makea and a etii K emia attention to condi- 
more time and more ssi ne pone rm than can the 
joerg is in some other esrb man, whether 
"p tis this true? An active busi an official or a 
he i d of a business, @ partner, st of his intelli- 
z = : 2 necessarily give the a he is actively 
to the t 


rom his main occupation, which is bis Det 
himself from his main d analyzing the 1 : 
ness, to that of erica to me that more, al 


business man 


a 
ts rather tha 


man should, if he is 
accumulate surplus capital 
in his business, put such 
urplus capital into sound securities which do not 
require careful and daily watching. 
It would seem absurd to a practical business man 
whose occupation was that of the sale of clothing 
to invest his surplus capital in a 
restaurant or sh l 


O in a restaurant in 
e kn 
is a success 


Francisco, about which h 


a i cept the fact that it 
on legi tima 


that h 


d it and sould have a 
ment, he would be a fool to put 

oit. And yet, the same man is told that 
his o some bond or stock 


. | alled a “ business man’s apna 
en ea a small interest n VOI ure, the 
= a far away from home. ration to him 
voldi be that perhaps p rom sy have the 
wo i 1... a | ne : O4 
a ths or bond, an ae H ut at a 
iis ed roa of sooner or later selling © 
DOSS! ua a 
profit. l d not investing 
eat this is speculating and ae policy really 
business men who follow this generé a business and 
have two speculations, one their ii 

j 2 LY t y i ye estment 3. i 
the other their me man who was eet 
head of. a substantial ommna heen taking out 
York City, said to me that profits 
or more and investing ee evi 
reserve for his soa i hi 
from $30,000 to $50,000 a 3 


over a large list of 1 m eah 
a ae a T aa | a 

ive stocks on margin. © y him in 
ae did not believe it saree ay ten years me 
he would be much better OU rently Oe eas 
or 6 per cent. basis. He laug 


h ; worth while yet 
a sooner or later he would make a big stake 
in the market, 


Fifteen years rolled by and one day this man came 


into my office. He looked thirty years older, broken 
down physically and was by no means the upstand- 
| ing type of man of the old days. He told me his 
|. story and prefaced it by remarking that “ the advice 
i: you gave me fifteen years ago was right but I have 
| only recently realized it.” 
| He said that during the entire period of fifteen 
| years he had been investing his money in specula- 
| tive securities, in stock market trades and in look- 
| ing for his great opportunity to make a clean-up. 
| “The result has been,” he said, “ that my business 
| has dried up simply because I could not give exelu- 
| sive attention to it, All these years I have had to 
| watch quotations and the stock ticker and keep 
rack of my securities, This situation ultimately 


gone by, I find that my average return in interest 

after deducting losses and expenses, 

ess than 2 per cent. per annum. On the 

find that in fiftee have 

issions and interest 
“I have finall 


Cy 


mis! 
Siw) 
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p ve in 
dam investing the moderate sum I ha 


itled to sound invest- 


1 be repeated thousands 
business men. Perhaps 


enormous number © Americ ) 
constantly making substantial he 
same money 

Most of them 
ess men’s Invest: 


regularly and religiously dropp 
in Wall Street year after year. 


lage 
GLOR 


They are always the types 0 | ‘he tired 
ads secure and so stable per rags s 
man, when he goes to bed at ts ho 
very moment 2 business are at h 
ment which keeps him awake PIBA 


an investment which a busines eae : 

TS onsid ration l me FESP ney i 
sae sri gem enga man 1n aarp ae “ie ot 
gear! his selections to a Lk atl 


his sleep. T r 
investment should be $ 


"_ V.a m 6) gi 


motive was not speculation; his judg. nay be, that regardless of developments, © bo 
ae im asea on a speculative proposition in . gyrely go on. There are. of course, ae : ee 
Ween: J peat, and he has more than doubled in this country. There are businesses of la 3 dpi 
es capita simply because he knew what he was buy- so well founded and so strongly protected y ex 
Fe to have faith in it. iad a dusive rights, great prestige, large capital, or or 
for busines: ien nieli, that successful i mous good will, that even criminally poor manasi 
Ea oe rahe involve the sam serva- ment can scarcely injure them. EONS 
Bedih : po icles of sound judgment and con- The story was once told to me of a certain larg 
very a are required for all genuine investing, business in New York City which had been esta 
nit Tornen: one steps over the line and begins she ar’ which had pips 
o> Chances on the theory that he can watch his neglected for over twenty 
vem closely, he is no longer an investor but has years “a haracter and secure 
White st. Beulator, , position making just about as grea” 

roan investment ohne is made that the profit each year as ever. This busin 
extent, among business me 1S made up, to a large on in the same way, and, so far as 
wie that ee as a matter of fact run a century yet. Perhaps the peo 


it is probably true that only a amat f sculative chances 
these busin 7 mue that only a small proportion of this business can afford to take speculative apn 


M 5 men investors are genuine investors, in their outside ventures if they care to. But such 
aa a = speculators whether they an er bepa ae the exception rather than 
t | Se nues on the the Tt all com wn to a questio! sec | 
type of bama ta not true. : change and therefore have ap pees 
tive or ser isp ai sag can afford to active market, is not by any mM% l. 
Spin chances thought to the matter should. 
aag usIness of the creation of ne securities 
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rey = 
af 


m 
oe 


of genuine ch for one to buy or sell an unlisted It is 
Liberty Bo PEAT as it is for him to bu bond 
ae T y in recent years that nowa hte ae 
i: ne 

n in the United 

da the counter 


7 
ate | 
GU 


® j LS is the m Ld Ai e 7 = iS 
a | : Tì 7 = aim th j . 
business man a successful invest ing that makes 
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INVESTMENT POLICIES FOR WOM EN 


PPAHE great outstanding class 
| require, more than any other class, caret 
guidance in the employment of their investment 


funds, are women and others who are mor 
t income 


directly dependent upon their investmen 
for their living. Added to this 1 night be classed 
people, generally, who live on moderate salar! 
attempt to do a little system atic saving from year 
to year. 
At the outset it should be empha: 
these people should attempt to SI 
stocks or bonds. The importance 
lute security of principal is very grea 

ent. In the vast n 


e. 


ized that none of 
culate in either 


jority of cases the a 
limited and the loss 
principal generally brings disaster. . 

Tt is unfortunately a fact that a very large 
centage of women investors are “easy marks 
the promoter and get-rich-quick sch | 
are much more apt to listen to 
stock market tips and other rainbo 


than is the average practical bui man. Many 
stories could be told of women who have inherited 
bstantial sums of money and have immediately 
been persuaded by friends, relatives or interested 
sad | unprincipled men, to put their entire inherit- 
ance into some promotion scheme or some type of 
arity which results in complete and imm 
l I have i in Sa the case of a woman 


was absolutely everythin 
‘The agent who had insure 
al d's s life ae offered to cash in 
the ine for her. This she allowed him to do and 
) ought the check to her, he asl sked, “ What 
are you going to do with this money? Gi She said 
that she wanted to invest it to pay the larges 


ihe agent at once oea to invest the money 
= ee so that she would receive a yield of 6 per 


agent sain was undoubtedly a crook, 
2 che 


i ] | ds an 
or aire han 
e are srt railway ¥ went mer > they dropped to 50 


he widow co l d 


best 0! 
sme sold the uae 


| ther- 
+000. story. A broti ; 
But this was not the end na ee clerk in Wa 


Jaw who happened to 000 a > 
<i = her to let him i net ok Be a 
: he could not doubte of Titt her in the ne but great 


man o : an peun ck short on 
-_ tips which had o 

‘Tnsix months’ time he = had ple 
$4,000 out of existence ¢ eel 


thousand dollars. ce among thousan 
one experien p it 

Eddia absolutely nothing abe are wit 

ments and took the advice of pe w subject Prob- 


ut ; 
posed to know i ge tios of similar instances 


ae 
Gi 


the advice 


h : 
‘omen and dependent people should never forget 

the fact that nothing more than normal ; terest 
can be secured on any capital unless some 
en, and the higher the yield on the capital, 

th these days of relatively high 

a larger income return can be 


cured with safety on investment capital than was 

case twenty years ago. In the earlier days it was 
ery difficult for one to invest funds with entire 
safety and get a yield of much over 5 per cent. 


Nowadays, however, i 


t is reasonable for investors of 
his class to try to secure an average of about 6 per 

nt., but they should not expect to get much more 
than this without incurring a substantial amount of 


And it 


Lis 


inted out that even 
secured without broad 
nake who have only a 
is to put all their 

gs. For twenty years or 
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INVESTMENT as fe small investment 
ave been supervising nail investors. 
more I have i sel and advice to tew thou- 
funds or giving investors have had apa nt to put 
Many of these Almost invariably they Lancome 
and ap of money into one OF rch simpler to 
this ome ei reason that it is ei patik one source 
Pvt their interest or dividends fro see one se- 
mi it is so much more interesting to see, oae Sn 
aati me in value, in which they of money in 
a instead of having small sums : 
But there 1s nara - amallo sum 
, Sep Se she fact that the smaiier e ni which 
= ey the more important it 18 eee broad a 
is inherent in all things = 
fied as possible and thus 
extent. Only in ain 


rtant the principle 


below the experi- 
yj ne i þeen 


a plan we worked out for ba 
her to put not more = 4 
The securities selected Y a 
lower than an A raung. 


venly between bonds and preferred stocks. The 
average tire twenty issues at the 
ase wa: over 6 per cent. Dur- 
the five years following, about half of these 
rities were changed under our advice and in 
making the change all but one of these securities 
were sold either at the price paid or at a premium 
over this price. Only one of the twenty issues pur- 
hased turned out poorly and had to be sold at a 
loss. The result of this method has been that at 
present time this client has all of her principal, 
possibly a 10 per cent. increase in valuation, 
receiving more than 6 per cent. per annum 
ginal investment. Any one or all of her 
Securities could be sold at any time and bring her 
back more than her original cash. 

The other client who alsc had about $10,000, 
refused to adopt the principle of diversification and 
insisted on having us recommend some good divi- 
dend paying stock of strong investment quality 
which might appreciate in value in the future. The 
stock I recommended was 
selling around $150 
to hold 


ly 


ey pe n 


asn 
down to ? 
k in a frig! 


ays 
know, General Electric apes 
of 1924 it had risen to about 300. 


her principal becat 
decided that she would 
without any further expe at 
an interested broker who : vi referred stock se 
was then selling at about “tal into Pierce Oil pre- 
1921. She put all her ca ae hta yield of 9 per 
ferred which, at this price, gave Bet 2 7° 

oa to dro 


and never stopped 
Then, frightened agal oa 
a result of all this, m thre E 
woman had lost 80 per ther woman w o 
as contrasted with Bpa 
her investments and $i 


money lost in secu 
is lost by people 
they are investin 


ssion indicating that something like $500,- 
000,000 is lost each year by people in this country 

put their money into wild-cat or other pro- 
motion schemes, Certainly I believe that a sum 


It is not to be e 


ledge, experience or expert advi 


way and were not conscious 


of the fact that they were doing this. Such was the 
case of this woman wh 
ic stock and then got into the Pierce Oil pre- 

was sure she was an investor, but un- 
usly she was a speculator. 

lieve that a tremendous percentage of the 
rities in this country every year 
who intend to invest and think 
z, but who are really speculating, 
ates have been made by the Federal Trade 


o bought and sold the General 


9 


by the 


‘pected that the average small 
investor, male or female, should be able to diversify 


s with entire safety without 


speculating 
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l | et a woman 
vestments within a restricted range. =" nine the 
i : with no previous experie he N 
ily 100 bond ‘quotations on the 


w York 


ed in the morning 

| i d many bonds 
1] she will find many ! 

ai eld of 44 per cent. to 


newspaper. In this record e 
selling at prices to show @ yi 

tf she buys any of these b e 
low yields, she can rest assured 


Liberty Bonds she is not risxn 
when it comes to the questi 
yield than such = ae 
capital sum into a number of 0? 
pt characteristics, m rps 
try, and different parts of k ae vuidance 
scessary for her to have special gu 

As a general investm 4 


IOCH 


tety t 
è | e ] cen : 
value which will 


money rate, Dut iis aa w] 
or even less, and in these ee the small invest a 
is not inducement E -quch investors can 57 
E na tgs g 1p » ? 

bother with securities Ar y Bu 
a similar rate of Da by 
money into savings ‘cau 

Any added yield s 
which at the presen 


with a little intelligence, UY imately the ma 


cent., is really the compensati 
i on secured 
iene f the - application of intelligent investraent 
knowledge OTE is certainly well worth Securing thi 
ment owledge to increase one’s assured į : 
= 4 per cent, to 6 per cent. But no small 
or, male h s ae 
, has the right to expect ; 
l of 6 Fenti on their capital oe 


CHAPTER XVIIL 
INVESTMENT POLICIES FOR THE MASSES 


(\NLY within recent years been on ai 
\ J to give serious consideration to i o in t 

policies for the masses of people of all grao 
and in all walks of life in this country. 


income walks 
Prior to the World War about the oad ine pre 


that could be given to the average 1e ures 
with no particular amount n invest t capital te 
with a little saving ability, W advise him $ to pi 
his savings in the savings i 
cent + interest which most banks of this c » harac = l 
still operate for the masses. 
institution in & country li 
probably always will continue to 
Savings bank deposits have a in 0 E Bast- 
this country for many, many years, 2 than ever- 
ern states, at least, are nowadays 42 of the great 
= since the days of es Toini s produetion 


and growth ir n4 gor ) 
. ey rg ae om 


reasing numbers. The 


One of these 

growth of a 

nation-wide movement among corporations to sell 

their securities directly to employees and to con- 
sumers of their products. 

; greatest development along this line has 
lace in the public utility field, Probably 
rs ago there were but a few cases in this 

ere any substantial 
had mad 


Th company began, 
sieh offer its 


typical man or wo- 
200 a year in a say- 


POLICIES FOR THE MLASS 
market price. In the earlier years 


) imply because the al 
work very well simply t mes 


riod of relative p 
ion went through a period © ome years. E 
tion id few or no dividends for ent eu after 
mere revival in their affairs, cs became increas- 
ee nic of 1907, the common stoc of the Steel Cor- 
i dy valuable and more and ae come subst: tial 
OWnETS. cite st is roughly estimated by 
At this writing it is roughly ably in this ¢ 


the tendency is increas! 
the large public ut 
wadays fail to invite them Y 
of partial or full own ership so oe 
centage of the car ee i 
enterprises of the coun sane 
units by millions of a ne been 
Another developmen neni 
customer ownership, ch bs 
customer ownership 8" ae 


far greater proport™ 


a sto ek on 
NVES | $100 bond or a $100 share of 
own consumers for added capital This growth can buy â 


ing $10 down an 
AEP OOI cases 3 like that of a the o installment Ta : ot 
npany of Ne ew + York, the Paci. ema 


ds, 
on & „very Jow b a lividen 
fio Gas & Blectrie Company, the Southern California ful in the reinves 


the cours 
m Company, the Fhiladelphia Rapid Transit he ean build api in 
Company, and others of 


d any | reals a 
} of this tendency, millions of people i in this country ti is often 8 i ec uch § m all ms 
t; who had not the slightest conception ten years ago try to pawsa 
ecurity investment was, are now becom- with an Inves ain i 
ing actual i investors, 6 per cent. per ani f this © ioe y; 
This fore, the tendency 0! taking 
: pronounced in favor of taking 
tive proposition. Rarer Ja 
uick promoter &" e enormous © a 
sg probable asi oe wild-cat it ttle in- 
: money lost every sak penis ae ee it ked int 
New York buying, a large am an t 


J00 denomi: nations, festors. llars 
C 500 denominations and many y in $100 raking a hundred aa a with t hese a 
l stona Nearly all of the į foreign dollar other hole in thousan da. nsequ 
' loans which have been sold in this country since shortly make : : feld is 
l the war are issued in small as well as large denomina- education in 
than in any other. Sai 
These many oo 7 
are known as “ emplo 


sa 3 which are offered in the 1 | 
market a ‘ are iy not only in $100 


th this broad development in the invest- 
t m kets, Seni have | been 


St share of common stock on an installm 

lan, that he is necessarily getting a high grad nOr 
investment. He may be getting a more or less | 
speculative piece of paper. And the employee who cigars 
takes stock from his employer ought to know some- 
thing about the investment value of that stock be- ell 
fore he consents to put his hard-earned Savings into to pay. tment bonds, as mi 
it. 


A LU 
— 


viral et wee d made of th 
which could be classed 


He fig red 
bonds f 


He bought the bonds whic 


id about $100 tor ©” 
valued at $1700 ee = mee was not (One 
» a ai a i argain O tty high 
boc To invest money on pure faith is always thought he are had paid a prett , 7 
a speculation. Money should never þe invested he r ealized t sid all paper ominations & 

a basis of proven facts. a whole lot of wal p the v d with the 
3 which bonds of many ©?" par 


low valuations of man 


j dgment and other mistakes just as every- 


g 


large in 


sram 
£ -a a è g prog? q 
tematic savings pose a | 


ent into a cigar st : 


| 
ey i 1 

bre in d. ja LIS 
" . Q vered i í O 


i re 5 of 
—_— is the main featu 


estor an i 
It gives the inv ot 
ah his eee without an 


, he is buying securities on the in- 
tal] lan, he can easil y buy a number of j issues rsj 
with a few dollars a week. “i may take him two or ty his o 

three years to pay in full for his investments, but ce or deposite ed are , of the proper 
it i is much better for him to have several types of oe to fear in the way of loss. 
issues even in very small amount, rather than to put Ca 


V jd on an Inves 
however, the yie a o high * 
all bis funds into one issue. Naturally, likely to be qu > 


rit is not esto a ane 
| _ In recent years there has begun to be developed = a cage should the m 3 ae . salligence 
Jew These oe l Pokai = ities directly and do it with t . smi m 
t Tr ta.” These Investment Trusts are devised pri- _ securi 


Yi era £ me 
hoes a ment. But e besi ai 
ly for the small investor. This system of in- oe z a use i iie pest 
small sums through Investment Trusts has of this type 


been ake ped to a large degree in Europe during and usually Sei that this ] | Envestine 7 
the past twenty-five or thirty years. In England It seems p s now under way i It 


chi I eom in ng y eat as. 
alone there are hundreds of oe Tra, and movement, ee idly | uring the comi” ed 
the movement has expanded into Holl will grow urag 


Tance, and on the continent generally, 
Where an Investment Trust is properly controlled 
and well Protected, it offers a genuine opportunity 


for a smal 


( ull investor to diversify his capital. But 
| there are several types of these Trusts. The safest 


ware vid o often" we: 


e 
| en written in 
- type, without any question, is that where specific What a kae a indi 
F. collateral i is deposited with a trust company back of be ai rahi 

i Trust Certificates or other securities issued and sion of the 


; ings 
old to the investor. When this specific collateral, curtailed. ag 
which cannot be changed without liquidating the out any q 

Trust 


Rae fun 
is placed behind the certificates which are of investment 


e + dividual 
| there can be no question as to the charac nat ane 
of tha 6 security which the investor holds, aa 


Soe by 
legal re Sdo aus that there is seldom, if ever, any 


i of depositors losing their money or running 
7 real I have always been a strong 
savings bank deposits for ea 

gs , and i it is oh kok one’s savings reach a 


i I ince of many instances where people who have 
beco: me oua n have continu ed to carry 


posits which give 
of about 4 eai cent. Such 
posits 3 are e accumulated until a balan 


cash available 
mtage o of era investment oppor- 
come > along, and further, always has 
cash available if needed for an emergency, which 
might not otherwise be secured without selling se- 
curities at a possible sacrifice. 
ie man who puts money in a à savings i 


le ‘4 a) aW 

$ ot nE in 

= b co are not tps mi bate as 
pay dividends to pita above expenses and 


to yoat re for 
have from year a reserve 
they may in interest, is put in if it liqui- 


what they pay out ees bank, 
, turn it e m p goi 

is wil and thus, es pa event of st es find that 

out of business, a depositor regular 

he actually gets more than the 

curr ant h im. 


aia >dded “1 element © | ill 
or to have his pro rata intert 


CHAPTER XIX 


A PERMANENT policy for the man agement of 
L A investments in a scientific way becomes more 
important to both institutions and individual in- 
vestors as time goes on. The investment fields in 
this country have become 
fluences and cross currents 


| 
regy | 


The past practice of haphazard buying of securi- 
ties whenever they looked attractive to the pur- 
chaser is rapidly becoming discredited in this coun- 

Even where investment selections of good 
uality or character are made, the result is often 
unsatisfactory because of the untimeliness of pur- 
I will, therefore, attempt to present in the 

ng paragraphs a general plan or method of 

nt management for permanent use on the 

of both institutions and individual investors 


lan is intended not 


for any one period, but for the whole | 

“ periods of Years jopted in 
peri . e Taa $ opte 

ng period ae principles to = pes are, 

ae management. paa in accord- 

i tation of investment ho’ ditions; second, 

first, are al aa business con . aces sae 

the proper diversification of one $ 

bonds or stocks; and, aa in . : 

ings and of economic fac’ 


selections. 
As an instance 
dai 


at the bottom of a bear mar at least 
sort of an exchange 10 Lre i ig the n 
highly beneficial. : Diversif a 
method for avoiding the p “penefit © 
takes and for obtall it £ the ock ratin 
the security ti rarket. A j , l 
can very readil ee 
selection and diversi sant types of 1 
There are four diffe `n vestor should 
securities to which ne © 1, These 
self in * ae 
is known m hile ed 


ce ple, a 


urally would not think of dine For 


gah: like that of 1921 was ideal for 


ng ; high and medium grade railroad bonds and 


many sound industrial stoeks which were seliing far 


sset 


below as 


values. 


The general purpose during a bull or bear move- 


ment should be to continue to hold the fluctuating 


types of bonds and stocks at least until they go high 


enough so that the risk in them begins to reappear. 


aches to 


While their prices are rising from subnormal to 
age there is little risk in them. One need not 


any expert market Ta at such 


times, for as a matter of fact, so-ca 
ments in both bonds and stocks are simultaneous 


y coincident with eras of expanding gen- 


rosperity. In a distributing market, which is 


the time when: a general business revival reac 


hes its 


peak, there is always a similar peak in the prices of 


change into 


ntative bonds and stocks. Often, both bonds 
ocks reach this peak approximately together, 
but at “other times, especially when earnings are 


dly, bonds reach the peak months ahead 


Oi is | At this time one should make a general 


securities of the highest ratings and 
t edge oa and dued the pio 


through the pee ee mover m 


“1] pn m oal 
and bonds and sho lling 


uld now be will EP 
ey owing lower y 
change into bonds and notes a A 


safety of 
with the sole view of increas 


cipal. i ith 
grace the duration © a nie 
in the security markets, tne 
stable , securities should be ¢ 
the main purpose now is ` 
market value of one’s pines, han 1 
tant to avoid a 25 per cent. seat es 
25 per cent. profit. bear mov 
in aga never occur ees 
in one form or anotner. 
a developed, the vn securities 
out of his high grade short * as oceurred j and 


minated. 


The course of t th 


primar: 

our Teasing industri 
the general business 
when t to make 1 


experts or specialists who make a study of such 
matters. The greatest danger, however, to the aver- 
age investor is to use superficial judgment and to be 
in hae to act. Large business or economie move- 
ments run slowly and there is always plenty of time 
for the investor to make his changes if he keeps his 
mind on the subject. In all investment operations 
carried on, the principle of diversification should be 
‘losely adhered to. It is better to have ten $1000 
bonds than o one $10,000 bond, and also to have one 
dred shares each of ten stocks than a thousand 
shai ares vat one patik Any security may at any time 
trary to the trend of the markets and of 
general business, but a well diversified list never 
moves contrary. Investing, like economics, is no 
such exact science as to enable any man, however 
expert, to be sure ma a best og renal is the best. 


asa — ai held as a whole, and Inter ald as á 
whole, if ore makes a practice of selling this S 
penine in which he has a profit, and holding re 


ze profit, a oul then when a, drastic 

oy still i is holding the weakest securi- 

3 1 will declin ost violently. In oine 

ds, by adi going ints and out ofa an 1 assortment 
a , whole, his instinctive selecti 


ng saking selections 
and — 


securities a exclusively ‘ches the en 


: “rating, 
ing market, The lower em y band; and tho 


are the price swings of a Stoc or 
higher > the rating, the g gree sgl Bese more, 
ity or constancy of price. ee ai ai itage 
atter he has a è r 

secu to 


e stocl cks 
tively. Besides this, a oes 
class and representing the: ssp 
similar - governments, i 
lect from those of eq 
show the better nar 
This discussion is, © 
great subject. I hav 
distribution rot T 
0 
the ith the Sna i 


re aie et — te 
’s capital si 
institut on or i tanif 


of ta bull me 


r 1 the time all com ompleting a Switch in 
either direction. As a rule, ‘both distributing and 
accumulating markets show a minimum duration of 
ri fae months, while not infrequently they last 
six to eight months. This means that one may take 
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mai of a with anong the D of both bull and bear 


‘vSRUL IN 
LES OF SUCCESS 
EXAMPLES ponien" 


ane of | succes : 


Nor ‘a I gone into the relative merits of long 
and short term securities in this article. The general 
shes = course, is that the —— the term, the 
greater the response to the changes in the price of 

i, and, therefore, the wider prios fluctuations, 
ersa. During the first stage of a decline in 
high peak, balore stocks become 

3 eak, the medium grade short term notes 
hold better than the highest grade because 
less competition between them aad commercial 
paper. te after stocks become acutely weak, the 
highest grade short term notes hold better than the 

ong term ae nds, 


| R } four concrete = rpes 0 of ag ors u E 


ee fifteen years. = viliar 
which I am personally * 
geste | elosely the je is that of i 
hatad in i one of the F 


est s 
ar approached me for invest who had 
e man mM him 
hae sisters dependent Pn was 


income from his ving ex 
cover the necessary harii 
but he fortunately on 
estate and other pro are 
him and it was. cee o if an ade 
that he could eat $200 ar“ a per Year! 
revenue of at lear: ext?" a 
to Laser but he wa ce ‘at th 
nvestt 
ing won 1g the f 


NVESTING 
nsequently an enlargement in the 


e year 1910 was one of reaction in the security 
markets. Before the year had closed, prices of even 
voc iT investment stocks had undergone a long de- 
cline and it was an excellent time for an investor to 
buy sound dividend-paying stocks, especially of the 

rred variety. Bonds as a class were at that 

ime selling relatively high and it seemed unwise to 
chase long term issues at the prices then prevail- 
ing. It was, however, an excellent time to buy rela- 
short term bonds of undoubted security which 
selling at substantial discounts below their par 


This investor decided to divide his capital of 
$30,0 100 into three parts; one-third to be placec 
ailroad securities, one-third in public utilities, and 
one-third i in industrials. The railroad issues which 
= bought were confined to bonds, for the very good 
eason that at that time the political situation was 
ace to the railroads of the country and most 
ads were suffering severely | beca isin 
operating costs and ment A to increase freight rates. 
The Interstate C ei am Commission had taken a 
I if f ain serie of rates and 
permeated with anti-rail- 


ince, ma aoe Sango 


as C slorado 
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t such ane iy "Louis. 


, Michigan © 


pr and all m 


ee hy ee Saa pose 


med primarily to electric | 


Even then, m ris! 


greet railways had aa 


otis > latter, while t 
us s of ARTE 


veer, T United C Fruti it € mp core at tw enty- 


: | start 


ie e distinct issues an i 


ion time to time. 
checked up his © 
new conditions 
1914 pe gora 
doing this 
with only a vey 


an 
corm 


ed east ' two-thirds of his capit 
nvested in certain types of industrial securities, all 
of which were in a position to be benefitted by war 
conditions. Before the beginning of 1915 he had dis- 
pos ed of 3 nearly every publie utility and railroad 
‘ity and had a certain amount of free cash 
which he invested i in basic American industries, such 

s steel, copper, leather, rubber, ete. 
* Diving the following year all of these industrial 
activities went into a period of vast prosperity and 
their stock issues rose to great heights, He therefore 
found that by the end of 1916 he was in a position 
to sell out most of his investments at prices which 
creased his total capital to over $50 000. Being 
man n who studied the fundamental influences, he 
recognized that if the United States went 
into war in 1917, a very serious change would take 
lace in the trend of American security prices. Con- 
sequently, in January, 1917, he sold nearly every- 
thing he had. He did not buy any new issues during 
1917 but put most of his capital into Liberty bonds, 
keeping his capital so invested until after the end 
ot the war. Thus, the years 1917 and 1918 g greatly 
reduced his current i income, but his capital was in- 
d in a liquid form and could be turned into 
at a moment’ s notice. 
r tl investor made up an entirely 
J his $50,000 or more in possi 


Linh 
yomon 


: | different securities, t 
were dividend J mn dated 
-called spe pason 
pot el any $0 n, everything went up u en at pent 


919 wad ets th e current, 


and at the opening © 
to about $70,000. 
sanity cough aal 


his mo 20 he | begat high grad 
ze seal mainly iniy to 


In the Autumn of 1 
confined his selections | 
bonds, although he ate Atlant Ac 
stOCKS as Western panan Ti | : 
Tinois is Central, and Am rican anges in 
graph. After this he 
until 1923, Then he § 


railt roaa | a 
t 160, ad one 0 
ery like Pacific hee 

Power & Light. 
At fae opening 


e equ: early 
Soe baat peri riod 0 of ne G 
any ad 


had | aply» reinvest 
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eer il Companies short nd 
t and paneer gate 
1 spent a fu ges 
Standard Oil inte i se 
him to mak > 


that the ideal K Xew Jersey: then se 
00 long Cece, he | 
mé of age who had worked hard $100,000 into th = Saal f 
^ all his life, but whose health had bee After that, this ‘He drew his divid 
$ and who wished to take a long rest and live on his any investment. + He travelled 
income. He was that peculiar type of man who and lived on them. Hev 
wished to be not bothered with details or even take 
the trouble cutting 


bonds, 


oil industry and busnes: 
nally, a few years 


alent, ior 
d 


uh V 


his capital 
sip Certificat 


Ines 


therefore, he put his entire fortune into General 

sctric ic sto ck, buying it at an average price of about 
150 ar as I know, he still has his entire fortune 
in General Electric and thus has more than doubled 
his capital again. 

There are but few investors who can achieve suc- 
cess on this simple plan. This man, however, was 
| not only unusually sound in judgment, but be was 
» the type of thorough student which one does not 
often meet with in the investment atmosphere. He 
recognized, rightly enough, that the investment of 
his fortune was one of the most important programs 

and being a big man, mentally and by 
nature, bs refused to involve himself i in details but 
concentrated steadily to find and take advantage of 
one or two big opportunities. 

A third example which I wish to present in some 

etail is that of a widow who was, about 1915, left 

by her husband with about $5000 and two amall 

dren. She was obliged to go into busines s life 

to support herself and children, but was wise enough 

o allow her relatives or friends to idio her to 

invest her small capital in get-rich-quick schemes 

es. On sound advice she placed 

her money in Anglo-French 5s which were issued 

during that year and at first copes in n the sagak 
ood o! 95. She kn w nothing about inve 

it trusted entirely to the advice w which I attem 
to give 5 fae: She held the / Angl Fren 1 5s tl 


y ng chances in spec 


above par- 


income 


EXAMI 4 a a rae 


ti 
į 


f the war, 
dificult to keep | 


ulative aa = nament 
in oon her capital ae "o a ; Jun 
t bonds which at that tim : ost iiS 
nf These bonds were gene s 
ai slo-FErench 5s, as di zi 
re, She was urged t0, aad she wid 
Oanl 8s until 1922 ap pee 
This gave her quite a “ie 
and I therefore advised ai she ' 
ments instead of one. Natı : geek ' 
iiy r and liberal income, “ey radi 


in the prices of many - es for rein 
very attractive ss. e she e a 
vailab | 


in Ulustration of how a woman investor of 

all capital, who will seek expert advice and act on 

it, and who succumbs to no temptation to try to 

double her money, may do very well indeed with en- 

ire safety. The yield which this woman is receiving 

is far above the average yield which the ordinary 

conservative investor usually gets, and there has 

been, in addition, an increase, up to date, of about 
30 per cer it. in ` i 

resent is that 

ic was the 

a vesting his 

money. The great weakness with most investors is 

that, when they have capital to invest, they insist on 

immediately putting it into some form of security 

and they think if it is not set to work at once, they 

are losing valuable time and will let great oppor- 

tunities sli 


explaining that he had $50,- 

OC hed to invest. Prior to this time 
had never been an investor and this money had 
him as a result of the final liquidation of 

tracts in which he had been interested 


J 
&) 


ad in the world, he 
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Aral’ cate ch ances. Many friends and 
mended to him many oa 
thods for investment. and 
Il cases they had urged him to invest rea ne a 
w one had particularly suggested to him fiet 
a y at that time might be ver p his 
waiting policy a to keep 


did not want to take 
some bankers had recom 
of securities and many me 


‘ Cw 


noss] le, and forget it ae z y ition 
m have to leave it i ae conditie 
months and perhaps ipa gin rvice to 


r Ari unless + 
in the shape of a fee for this pent eos 
This man did not get m © ame into 


ALLI 


5 Í then THALL 
until the summer of 1921. ee e followed mi 


fice and said with a smile t^a” reth 
re He had been getting ° pich, of cow 
cent. on time deposits in bat had satisfied him 
below the current rate, y ity mar 
had been watching the pel ormous 
d had seen the jm 
place during 1920 a sagen 


markets at that time were practically at the 


Dp 


Bonds were selling around 85 to 
igh grade bonds were selling at ridicu- 
ices. The long period of deflation was 
hearing its end and typical stocks had not yet be- 
gun to recover to any substantial extent. Tt was, 
therefore, 
age of it. His 
al was carefully diversified among a dozen dif- 
ferent issues — some bonds and some divid 
ing stocks. He bought, 


, important mistake 
and, so far as I know, has never found it ne y 


k At the present writing his capital 
bee tially increased and he is receiving 
a liberal income. 

The moral to be drawn from this investor’s ex- 
perience is not merely that he used 


CYAMPLES OF SUCCESSFUL "o the 
st the temptation of investing his oes who 
resist the ae are only & few saa follow 
wrens pog the patience and courage e waits 
ae n ee appear to think that if = wil 
Se  oeikewtile opportuni their 
before di gains that they will ah i 
hance to get the best out of thet vationt regard- 
ing investment matters and nie ty that the in- 
vith regret, good opportunities SIP 
opportunities for wise investt 


„niti disappear. 
just as fast as old opportunities disap 


CHAPTER XXI 
REVIEW AND CONCLUSION 


| TOMOR those who have carefully read and digested 
K A” all of the twenty foregoing chapters, a general 
l revi ımming up of the subject may not be 

ssary. But it is almost invariably the case that 
read books of this kind do not give seri- 
| ous attention to all the phases of the subject, and 
| the things remembered distinctly are usually only 
those matters which are of paramount interest to 
| the reader at the time. This series of chapters has 
; been written not for one particular type of investor, 
| but for the general investing public. Unquestion- 
: ably certain chapters will prove to be more worth 
| while and more valuable to particular persons than 
fothers. But, nevertheless, a general perspeci 


a 
1 


j pective of 
F : the whole subject should be worth while to all. 
= Inap 


ys a bond or 
hange for his money is a 


` ieee of paper on which 


He does not think beyond this, and 
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certain things are p 
noraved. To many an investor this piece 
or engi po 4 U, a i 
„per appears to be the only thing a E 


ds in the safe deposit box, 


rA 


ay 


our to him. He thinks, naturally, 
were burned up or he mislaid ea nat bo 
have any property. But ree , 
all, even though he me gine ty- 
proving his ownership to bis Pill say, 8 
When a man saper T; S 
$1000 in a bond, the actua* e seller of 
the bond of course rle oe pond. He 
But this seller did ge ref he the 


e, he pought 
¢ i J H 


coupon 
SOIL thing 


at he is buying. 


ne tn pe been that the cor- 
poration needed yia capital. Thus, the money 
received by the corporation for the bond i is used in 
one pa or another in the business. It may be 
used for payrolls, for purchases of supplies, for the 
yment of debts, for new construction, or for a 
SE a things. This | 


roducing new hai m 
And so it is all along the line. A man buys a rail- 
road stock. Originally the railroad may or may not 
have sacked actual money for this stock, The in- 
vestor may be buying something which the nk 
road has i issued without pii any current cash 
ivalent, and yet the stock may be a high grade 
vēstm ent and it may be paying a liberal dividend. 
But it usually does not occur to the investor that 
when he buys a railroad stock he may be paying his 
money into the hands of some people who never 


pass it on and never have to pass it on in any way 
to the railroad. 
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vill be permanently lodged there until it is returned 


d. 

at the maturity of the bon 

gna it may be that even when a . pads 
brand-new Argentine ` issue, his particula 


for a 
never gets into Argentina. It may be used 


off a, debt 
variety of things. Perhari it EnA to -o oat 


with some foreign peers | Perhaps it 
stabilize exchange. Perhaps es 
interest due on other loans, or bhn it is 


g or years 
pay for some expenditure made long months or y 


eave uné ancl al _— 
fehl mp to the con- 
r banking activities, he is s apt to ju IIF 


clusion that somebody, § agrees inë 
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